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A Banker’s Diary 
Mid Pebcunry—~Mid-March 


(HE money market has been very little affected by the 
various crises, but there is evidence that the authorities 
have taken steps to maintain the status quo. 
The Money Bankers’ deposits rose to a high level of 
Market {116 millions at the beginning of March 
as a result of heavy dividend payments, but 
the short loan money market did not register any change. 
Later in the month a strong demand for bills appe ared, par- 
ticularly for “ hot ”’ bills, for which under $ per cent. was 
paid in many cases. The demand caused the market syndi- 
cate’s allotment of Treasury Bills at 9 tender to drop 
Irom 33 to 30 per cent., but as the Government’s loan 
expenditure on re-armament has maintained the level 
of issues at well above the normal for the time of year, 
the discount houses have been fairly willing sellers of their 
bills. The Clearing Banks, their cash again reinforced 
in the third week by the Bank of I:ngland’s purchases of 
Government securities, have been keen buyers. The 
Authorities, by buying gilt-edged and keeping the banks’ 
cash resources high, have prevented them from calling 
in their loans and advances, thereby taking the strain 
off the gilt-edged market in two ways at once. Both 
bankers’ deposits and Government securities in_ the 
third week of March were £25 millions higher than at 
the same time last year, and public deposits £11 millions 
lower. 
HE foreign exchange market has been affected in a very 
direct and tangible way by the international events ot 
the past month. Leaving on one side th 
Foreign franc, which is dealt with in a_ separate 
Exchanges note, the central movement has been a 
flight away from European currencies into 
dollars, and into gold. The dollar rate consequently 
ippreciated considerably. In the third week of March 
it rose from $5.01} to as high as $4.96). This apprec lation 
would have been even greater and more rapid had not 
the various Controls actively intervened, both through 
sales of dollars against sterling and by the transference 
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rtain gold transactions, In particular sales of gold 


ay’ 


a 


National Bank of Belgium from the British 
nge Fund to its American counterpart. In addition 
has been a very heavy demand for dollars on 


irv commercial account, which has not helped to 


the dollar-sterling relationship in equilibrium. A 
r dislocation resulted trom the British Exchange 


int’s policy of keeping the sterling price of gold 


iratively stable at a little less than I4os. an ounce. 
steadiness combined with the appreciation of thi 
pushed the price of gold to the export point, and 


un amount of gold left for New York. The othet 


neies were on the whole weak, 1n sympathy with 


ily from the flight of funds to New York. The belga 


particularly the guilder which has. suftered 


th has only been maintained by means of the afore 


ioned sales of gold against dollars. 


ran is passed through a very hectic month. In 
n to the European shake-up which has sent 

fight money across the Atlantic in a 
search for security, there wer 


of the Frane a series of internal changes, which further 


{ 


ements in the franc rate. 1 


ouraged speculative “ bearing” of the 
The disturbing factors, however, have become so 
ous and so overwhelming that little direct relation 


can be traced between the various incidents and tli 
] 


ie latter has, in the short 


been affected most by the alternate waves of “ beat 


Ss 


17 
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and coverings, which the French Exchange Fund 
] 


ither powerless or unwilling to control. For instance 
nmediate effect of Hitler’s Austrian cow was a rush 


over open positions. Subsequently, however, the 


Was allows d to slip as low as Irs. 1673, recovering 
to around Frs. 159. The revelation of the loan of a 


her Irs. 1,000 milhons by the Banque de France to 
Government and the announcement of a new French 


lS 


loan was, however, the original cause of M. Chautemps’ 
downfall. The new re-armament programme was esti 
mated to total Frs. 15,000 millions, and M. Chautemps 
convinced that French credit would not stand this strat 


Loan of Frs. 4,465 millions both passed withor 
ig any noticeable effect. This question of the Arms 
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sought special powers so as to be able to deal with 
whole situation. The Lett interpreted this as the prelude 
o an attack on the 40-hour week and the Right as the 
mminence ot exchange control. Between the two 
M. Chautemps was squeezed out. M. Blum’s initial 
allure to form a National Government did not help 
matters, but the later appreciation of the france was 
argely the reflection ot the belief that M. Blum was 
slowly working towards that end. 





tHE February returns of the eleven clearing banks show 
decreases in all the main items, with the exception of 
; advances. These are seasonal movements, 
February traceable to current revenue collection and 
— redemption of Treasury bills. | Deposits 
Averages have been depleted by customers’ tax pay- 

; ments, and have fallen trom £2,329-4 
millions to £2,279-g millions, while a contraction in the 
freasury bill tender issue has reduced the banks’ dis 
counts from 4331-3 millions to £287-g millions and their 
call and short loans from £153:7 millions to £143°7 
millions. Advances rose from {965-5 millions to £979°7 


/ 


million, probably owing to customers’ borrowing 1n order 
to pay their taxes. Investments at £632:8 millions 


y= 


show little change. Bank cash fell from £250-9 millions 


» 242-5 millions, and the aggregate cash ratio trom 
10°77 to 10°64 per cent. 


IMPORTS in February showed a decline of {9-3 millions 
compared with January, but were 44-0 millions above 
their level of February, 1937. Raw material 
imports declined from £25:7 millions in 
January to {22-5 milhons in February 
against 422-1 millions a year ago. British 
exports fell by 43:7 millions to £37+5 millions, and were 
{1-t millions lower than in February, 1937. Re-exports 
it £5°5 millions were {0-7 millions higher than in 
January, but {1-4 millions less than a year ago. The 
returns are summarised below 


February 
Overseas 
Trade 


Keb 1037 Jan. 1Q39 
4 mill. 
Imports 
I xports 
Re-exports 
Potal exports 
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The adverse balance for the first two months of this 
year amounted to {71-7 millions, compared with £57-6 
millions in 1937. 


THE remarks of Sir Edward Cook, Governor of the National 
Bank of Egypt, on the subject of devaluation are applic- 
; able to other countries besides Egypt. The 
—— Egyptian pound followed sterling off gold 
Egypt in 1931, and has since maintained its level. 
But last summer, when the price of cotton 
fell sharply, rumours became current that a further 
devaluation was being considered. These rumours were 
entirely unfounded, and Sir Edward pointed out how 
foolish a measure it would be. Even the exporters of 
cotton, who would gain an initial advantage from 
devaluation, would soon be affected the other way, and 
once the vicious spiral of rising costs and prices is put 
into motion, the temptation to indulge in further devalua- 
tions becomes irresistible. Egypt’s finances, moreover, 
are inherently sound, and there is no adverse trade 
pressure on the country. The fall in the price of cotton 
was offset by the record crop, and revenues are fully 
maintained. The budget is balanced in fact as well as 
on paper. The public debt is lower than before the war, 
and the prospect of heavy charges for rearmament can be 
faced with equanimity. The soundness of the country’s 
finances are paralleled by those of the National Bank, 
which built up big reserves in the prosperous pre-1928 
vears and has paid a steady 15 per cent. since 1931. 


Last month was prolific in cases of interest to bankers, 
for the Court of Appeal gave judgment in the three cases 
of Gowers and Others v. Lloyds and National 
— Provincial Foreign Bank, Limited; Lloyds 
Bank Limited v. Bank of America National 

Trust and Savings Association; and Re Conley. 

The lower court judgment in the first of these was 
discussed in The Banker for June, 1937, and the appeal 
decision is given on pages 51 to 53 of this issue. Space 
does not permit, however, of comment this month on the 
other two. It is hoped to do so in an early issue. 
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The Future of Gold—II 
By R. F. Harrod 


I was pointed out in the former article that countries 
I operating a free currency system will desire as a 

matter of prudence to hold reserves as large as and 
even larger than they would wish to hold when operating 
a gold standard. The remaining questions for con- 
sideration are, what medium they will choose to hold 
their reserves in, and what medium it is desirable for 
them to hold their reserves in. The choice is between 
gold on the one hand and the currencies or sight or short- 
term obligations of other countries on the other. 

On the face of it one might suppose that homo 
sapiens would see fit to abandon the fetish of gold 
altogether. The reserves are held to meet discrepancies 
in the foreign balance of payments. Would not a well- 
distributed holding of foreign currency obligations serve 
that end quite as well as gold? Why continue to lose 
interest by holding these sterile stocks? Why continue 
to finance the extraction of gold from deep-laid ore 
merely to bury it again in a strong room? Loss, it is 
true, might accrue if one of the currencies held in reserve 
depreciated. 3ut, in such a free régime, some other 
currency might appreciate. If the holding were suffi- 
ciently ‘diversified, the risk of loss should not be too 
great. 

The objection to this argument is that all or many of 
the currencies might go wrong at the same time, namely, 
on the occasion of a world depression. It is not only 
question of depreciation. Exchange control may be 
instituted and foreign deposits become “ blocked”’ 
Even if there has been a general agreement for the free 
negotiation of foreign bank holdings, when the crisis 
comes each individual country may plead the force 
majeure of circumstances, and default on its agreement. 
Homo sapiens may continue to entertain the ideal of 
mutual reserve holding by each country of the other 
countries’ units of account with clearings undertaken by 
an international bank; this ideal may indeed be realised 
in the end. But the necessary preliminary to that is 
not merely a monetary agreement between countries, 















THE FUTURE OF GOLD - 
but an agreement upon and an actual willingness to 
undertake concerted measures to even out the trade 
cycle, in such wise that the great disturbances to which 
the international balance of payments has been sub- 
jected in the last decade do not recur. Some political 
appeasement is also necessary to prevent the large-scale 
international movement of funds in response to political 
alarms. Thus a realistic glance at actual conditions 
suggests that for the present Old Father Gold may 
after all be a better servant. 

Hitherto there has been little fear that gold itself 
would depreciate in terms of any currency; occasions 
when such depreciation has occurred, like that of Sweden 
during the war, were manifestly abnormal. But a year 
ago the word went round that it might be desirable or even 
necessary for the United States to mark down the price 
of gold, and this rumour was the occasion of a set-back 
which has had widespread ramifications. The critical 
situation that gave rise to the rumour is now passed, but 
it may recur. The recurrent fear of a marking down 
might undermine the position of gold itself and deprive 
it of the advantages, which it has hitherto possessed, in 
contrast with foreign currency as a reserve for international 
settlement. Distinguished authorities have even sug- 
gested that it would be expedient to mark gold down 
once and for all and so establish it on a permanent basis. 
Suggestions for such a once-only remedy are always 
suspect. The chop and change of circumstance is likely 
to reproduce a gold crisis of a similar nature from time to 
time. If marking down is unsuitable as a recurrent 
remedy, it is unsuitable altogether, and the right remedy 
should be sought forthwith. 

The crisis arose out of an alleged redundancy. This 
may be considered from the point of view of the total 
supply and of its distribution: 

(i) The recent devaluation of currencies has increased 
the value of monetary stocks by approximately two 
thirds. Contemplation of the size of existing holdings 
by comparison with a past period may fill the mind with 
awe at their impressive bulk. But it must be remembered 
that this acquisition has been costless. 

Devaluation has also stimulated production. Taking 
the conventional figure for the expansion of requirements 
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of 3 per cent. p.a. it does not appear that prospective 
production will exceed this by more than {100 p.a. This, 
if well distributed, should not be an excessive burden. 

Furthermore it must be remembered that the figure 
of 3 per cent. is derived from a study of pre-war periods. 
Since the war the international balance of accounts has 
been more volatile and greater reserves are therefore 
required. From this point of view the accretions should 
be regarded as a god-send. Is the great exodus from 
London of 193I so soon forgotten ? A restoration 
of confidence in France might involve the sudden transfer 
of funds valued at hundreds of millions of sterling. To 
talk of absolute redundancy appears exceedingly short- 
sighted. 

(ii) The distribution of gold arises out of the balance 
of payments. A free system of exchanges was strongly 
recommended in the preceding article. It cannot be 
denied that in such a system it is advantageous for one 
country to retain a link with gold. The country retain- 
ing it should not normally be at a disadvantage, since an 
exchange rate is a mutual relation, and the currency 
of the link country is as free to move up and down in 
terms of all other (free) currencies as they are in terms 
of each other. 

The link is useful as a point of deference. Without 
it, the price of gold would be determined solely in the 
bullion market ; the stocks of monetary gold are so large 
in relation to the turnover for non-monetary purposes 
that a comparatively small variation in monetary reserves 
would, in the absence of a link, send the open-market 
price rocketing up or down; this would disqualify gold 
for the purpose for which it is still desired in a free 
régime, namely, as a reserve against discrepancies in the 
balance of payments, serving as a buffer to prevent them 
from affecting the internal economies of countries 
adversely. 

It happens that the United States, which is at the 
moment the link country, is also the country most 
threatened by redundancy. This is due to her balance 
of payments in recent years. She has had a large 
favourable balance on capital account, which cannot be 
regarded as likely to be a permanent feature of her 


economy. 
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A free currency country is able to manage her 
exchange at will to suit the exigencies of the situation. 
The link country is more hampered. If, threatened by 
an adverse balance, she marks up the price of gold from 
time to time, that does nothing to impair the prestige of 
gold or disqualify it for general use as areserve. But if, 
groaning under a favourable balance, she seeks to mark it 
down, then there is a danger that the position of gold 
may be undermined. 

In principle the proper course of action in such a 
situation is for the other (free) countries to depress their 
exchange rates, acting in the spirit of international co- 
operation ; this would have precisely the same effect in 
relieving the link country of her favourable balance of 
payments as the marking down by her of gold in terms of 
her own currency. And it would not have the un- 
favourable affect on gold. It may therefore be judged 
the right solution. 

But if the matter is left to co-operation of such an 
ad hoc nature, there is a danger lest the link country 
grow restive and impatient. Can she rely on such co- 
operation? Is she not placed in a relatively dependent 
position, if she is pledged to wait upon the action of others ? 
Will she be content to have one degree of freedom less 
than they? 

To meet such an eventuality the following scheme is 
put forward tentatively, as one among others that might 
be thought of to secure the status of gold as a suitable 
medium of international reserve, without binding any 
country by the fetters of the gold standard. 

It is supposed that the United States desires to 
abandon her link with gold and enter upon that freedom 
to regulate the value of the dollar in accordance with 
her own interests that Great Britain and France now 
enjoy. 

We suppose a consortium of nations desiring to 
maintain the value of gold. They would authorise an 
international bank or agency, say the Bank for Inter- 
national Settlements, to fix a buying price for gold. 
The buying price so set would be the bottom limit to 
which the price of gold could fall and we may suppose 
this to be the price obtaining on the opening day on 
which the United States abandoned the gold standard. 
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On the opening day the Bank would name its price in 
Swiss francs. The funds for the purchase of gold, if any 
were offered, would be supplied by the countries, which 
were parties to the agreement in pre-arranged proportions 
based on the size and importance of the countries. The 
funds would simply be supplied in the form of the 
countries’ own currencies. The purchases would have 
no effect on the Swiss exchange rates, the Swiss franc 
being merely used as a unit of account. The gold 
purchased would be allotted to the respective countries 
in the same proportions. 

The selling country would receive her price in the 
form of the currencies of all the consortium countries 
in the agreed proportions. She could use these to meet 
her particular requirements in the foreign exchange 
markets. The consequential adjustment in the mutual 
rates of the various currencies would be secured by 
arbitrage operations in the usual way. 

The Bank’s quotation for the opening day would be 
determined by the ruling rate of exchange of the dollar 
and the Swiss franc. Suppose for simplicity that the 
parity, now to be abandoned by the United States, 
were $35 a fine ounce, and the rate of exchange 5 Swiss 
francs to the dollar. The opening quotation would be 
175 Swiss francs for a fine ounce. 

From the opening day onwards all currencies would 
be free to fluctuate against each other in accordance 
with the balance of payments and the policy of Exchange 
Accounts, Central Banks, etc. The Bank would re-fix 
its Swiss franc quotation day by day on the following 
principle. /t would take the currency whose foreign exchange 
quotation was highest, by comparison with the rates ruling 
on the opening day, and adjust its quotation (expressed in 
Swiss francs) so that the price of gold in terms of the highest 
currency was equal to the price ruling on the opening 
day. 

Suppose that on the opening day {1 = $5 = 25 Swiss 
francs and the official quotation is 175 Swiss francs to the 
fine ounce. If the exchanges then moved so that {1= 
$6 = 25 Swiss francs, the official quotation would re- 
main at 175 Swiss francs; but the American price would 
be up to $42. If on the other hand there was a move- 
ment so that {1 = $4 = 25 Swiss francs, the official 
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quotation would automatically rise to 218-75 Swiss 
francs. The dollar price of gold would be the same as on 
the opening day, but the sterling and Swiss franc prices 
would be higher. 

It must be emphasised that this scheme in no wise 
impairs full national autonomy in monetary matters. 
No country would be obliged to maintain its currency at 
any particular level in gold or otherwise and no country 
would be under any international obligation with regard 
to the size or form of its own reserve holding. Nor 
would the scheme prevent any country from sterilising 
part of its gold holding, if on the one hand it wished to 
prevent internal inflation and on the other was un- 
willing for commercial or other reasons to allow its 
exchange to rise so as to check the gold inflow. It 
would merely serve to remove the anomaly by which one 
particular country (the link country) is unable of its own 
initiative to appreciate its currency without damaging 
the reliability of gold as a reserve asset. All countries 
would be free and equal and the maintenance of the value 
of gold would be safeguarded. 

It must further be emphasised that this scheme has 
a very limited objective. It is solely designed to assure 
the maintenance of the value of the medium of inter- 
national settlements. It has no connection with, but it 
is by no means incompatible with, more grandiose 
projects of international co-operation, designed to pro- 
duce more stability in economic affairs and mitigate the 
ravages of the trade cycle. Furthermore it is solely 
concerned with maintaining the currency value of gold 
and not with its commodity value. Since central banks 
hold their assets in some monetary medium, gold will be 
as attractive as possible for that purpose if it is guaran- 
teed not to depreciate in terms of the least depreciated 
outstanding currency. Since banking liabilities are also 
expressed in monetary terms the banks are not directly 
concerned with commodity values. 

It is not suggested that the purpose of the project is 
of paramount importance. It may be that central 
banks will after all find a way of making foreign currency 
holdings serve their reserve requirements. It would not 
be a major catastrophe if they were compelled to do 
that. There does, however, appear still to be some 
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convenience in retaining gold in use and the advantage 
of the scheme is measured by that convenience. 

The conclusions of the text may now be summarised : 

1. A general return to the gold standard, involving 
fixed exchange parities, with national honour pledged to 
retain them, is condemned out and out. 

2. The use of gold for reserve purposes has no special 
connection with the adoption of the gold standard. 

3. In modern conditions it is desirable that all 
countries should have large reserves in relation to their 
normal flow of foreign payments. 

4. Having regard to the state of the world, it may 
still be desirable to use gold rather than foreign currencies 
as one and even the principal medium of reserve. 

5. If this is to be done, it does not appear that the 
amount of gold in the world, existing or expected, is 
excessive. 

6. However that may be, it is necessary that there 
should be confidence that gold will not slump in value in 
relation to currencies generally. 

7. This can hardly be achieved unless an official link 
between gold and a currency is preserved at some point; 
if there were no link, since monetary stocks are vast in 
relation to the turnover for commercial purposes, a 
relatively small excess of sales by the monetary authorities 
would produce a severe slump in the bullion market. 

8. If one country retained a link with gold, there is 
no intrinsic reason why it should attract particularly 
large accretions, provided that other countries were 
using gold for reserve purposes. The reason why the 
United States has in fact a large surplus must be sought 
for in the factors governing the balance of payments. 
We may suppose that the recent highly favourable 
balance is a transitory phenomenon. 

g. If confidence in gold is to be retained, the link 
country may feel at liberty to mark gold up, if circum- 
stances require, but not to mark it down. 

10. It is necessary to envisage the possibility that the 
link country might in certain circumstances find herself 
with a permanently favourable balance of total pay- 
ments, leading to large and intolerable accretions. If 
other countries were in fact using gold for reserve pur- 
poses, and the general plan outlined is designed to give 
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them an assurance that they can do so with safety, it is 
to be supposed that they would check the outflow by 
letting their exchange rates drop before the inflow became 
intolerable to the link country. 

11. But to meet the eventuality of this not happening 
and in case the link country grew restive, an alternative 
method is tentatively suggested to provide a link. The 
link country would abandon her statutory price. The 
Bank for International Settlements would on behalf of 
a consortium of big nations buy gold with the currencies 
of the consortium countries at prices quoted in Swiss 
francs. On the opening day a price would be fixed 
having regard to the existing price. On subsequent days 
the Swiss franc price would be so fixed, that the price 
of gold in terms of the currency then standing highest 
by comparison with exchange rates on the opening day 
would be the same as before. The funds required for 
net purchases would be provided by the countries which 
were parties to the agreement in pre-arranged propor- 
tions, and the gold would be allotted to them. 

12. This scheme would leave full autonomy to the 
agreeing countries, with regard to the exchange value of 
their currencies, to the size and form of their reserve 
holdings, and to their sterilisation policy. 

13. The object of the scheme is to give an assurance 
that the value of the medium, which it is by common 
agreement desired to use for purposes of reserve and 
international settlement, shall not deteriorate. 

14. The scheme has no connection but is not incon- 
sistent with more grandiose international projects for the 
control of the trade cycle by conjoint monetary policy 
or for regulating the commodity value of currencies. 





wine ‘Satie seis 
By W. G. J. Knop 


N the absence of any serious opposition, Germany is 
I continuing on the path mapped out by Herr Hitler in 

Mein Kampf. The first stage, the welding of all 
Germans into one Greater German Reich, has been half 
accomplished by the annexation of Austria. No one 
can doubt the determination of the Nazi leaders to con- 
tinue the process of absorption. Czechoslovakia, Lith- 
uania, Belgium and Denmark are all potential victims of 
the new rampant pan-Germanism. 

Once all Germans are united in one vast Central 
European Empire, the next step—in Herr Hitler’s own 
words (Mein Kampf, page 1)—will be the conquest of 
‘“ foreign ’’ soil and colonies. 

Yet even the leaders of Nazi Germany might have 
shown a greater reluctance to plunge the whole world 
into a state of acute crisis if their foreign political aspira- 
tions had not coincided with economic embarrassment 
and political tension at home. Economically, the 
unparalleled level of armament activity—the intensity 
of which is still not fully realised abroad—continues to 
engender social and economic strain. Politically, the 
seizure of complete and undisputed power by the Nazi 
extremists, of which the reorganisation of the army high 
command and of the Foreign Office on February 4 
were outstanding examples, made immediate and spec- 
tacular successes essential to justify this third major 
purge in the Third Reich. 

The seizure of Austria, indeed, has admirably served 
to strengthen the régime. Until March 11th, certainly 
the majority of public opinion in Germany was strongly 
critical of the Government’s foreign policy. Since the 
capture of Teruel by the Government forces, the long 
drawn out struggle in Spain seemed to be less likely to 
end with a Franco victory than before. Equally the 
strong attachment of Nazi foreign policy to Rome was 
anything but popular. There were grave doubts, not 
only about Signor Mussolini’s military and economic 
value as an ally to the Reich, but also about the reliability 
of his support in an emergency, and it was widely felt 
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that by adhering to the Anti-Commintern Pact with 
Tokyo the Nazi Government had manceuvred itself 
into a dilemma with regard to Germany’s economic 
interests in the Far East. 

In the opinion of a large proportion of the people 
these foreign political apprehensions created a definite 
desire for a policy of peaceful and constructive co-opera- 
tion with Britain and France. The Nazi leaders, on the 
other hand, were and are perfectly aware that their own 
power can only be maintained if the German people is kept 
ina state of emotional hostility toward the outside world. 
They were determined once and for all to wipe out all 
“liberalistic ’’ and conciliatory tendencies among their 
followers. 

Now that the Austrian coup has come off successfully, 
there is not one German in a thousand who does not 
acknowledge the infallibility of Nazi foreign policy; not 
one whose pan-Germanistic emotions have not been 
roused to such a pitch that he would willingly follow, 
in foreign policy at any rate, whatever lead the Fiihrer 
may give. Thus the Nazi Government has emerged 
from the crise de confiance of the first two months of the 
year with the strongest foreign mandate it has ever 
possessed. 

This mandate is scarcely made any more palatable 
to the outside world by its economic implications. The 
strenuous economic effort of years of unprecedented 
rearmament has led to a stage beyond which the con- 
tinued excessive exploitation of the country’s wealth 
must necessarily produce a severe deterioration in the 
standard of living of the people and cause irreparable 
damage to the industrial strength of the Reich. 

The international dangers arising from this cannot be 
overestimated. For who can now doubt that the day 
when the Nazi authorities discover that they cannot 
obtain enough steel to carry on rearmament, and enough 
food to feed the people, will be the signal for a move to 
seize other countries’ material wealth? Austria has been 
the first example. To the impoverished Reich, Austria’s 
gold and foreign exchange reserves and foreign invest- 
ments amounting to well over £70,000,000, and her 
considerable natural resources and raw material stocks, 
have constituted a standing invitation for aggression 
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quite apart from the weight of political considerations. 
Like a hungry bird of prey the eagle of the Reich has 
swooped and pinioned this little country. 

The German press itself has taken no pains to veil 
this particular side of Austria’s annexation. For instance 
the Deutsche Allgemeine Zeitung, one of the leading Berlin 
newspapers, triumphantly declared that all those who 
in the past had deplored the unproductivity of Germany’s 
rearmament must now recognise that the peaceful 
employment of German arms in Austria was an act of 
the highest economic productivity. And “a strong army, 
whose technical equipment is by no means cheap, more 
than pays its way, not only because it protects, but 
because it increases the space and the wealth of the 
German nation.”’ 

Considerable as the wealth of Austria is at the present 
moment, it is small as compared with the rate at which 
Germany is mobilising all possible resources in the service 
of rearmament and autarchy. At best the immediately 
realisable reserves of Austria will suffice for little over a 
year to meet Germany’s devisen deficit and to enable 
her temporarily to slow down the exploitation of her 
natural resources. 

When this fresh impetus of economic strength has 
been used up, where will the German army then enter into 
action, in the words of the Deutsche Allgemeine Zeitung, 
“to increase the space and the wealth of the German 
nation ’’? 

The dangers ahead are clear. All available evidence 
goes to show that Germany has entered a new phase of 
accelerated rearmament. The stage of acute political 
tension into which Herr Hitler's coup has _ plunged 
Europe has enormously added to the determination of 
Germany’s neighbours to strengthen their defences, 
thus automatically making for a German reply. The 
vicious circle of preparing for war is becoming wider and 
wider. At the same time the Germans are faced with the 
none too easy task of completely reorganising, re-equip- 
ping and expanding the Austrian army, and incorporating 
it into the German Wehrmacht. It must be expected, 
therefore, that the drain of rearmament on the German 
finances and material reserves will become even severer 
than it has been hitherto. 








GERMANY, AUSTRIA, ITALY 17 


In the circumstances, Dr. Schacht’s semaine fore- 
casts about the future development of Germany’s finances 
must be regarded as highly premature. Anyhow, Dr. 
Schacht when expressing his financial optimism, was 
speaking several hours before the German invasion into 
Austria began. As his position as head of the Reichsbank 
is a purely nominal one (and to all appearances will 
remain so) it is quite conceivable that he had 
received no indication of the forthcoming events, and 
that he was genuinely ignorant about the heavy additional 
burden they would impose on the finances of the Reich. 

The gist of Dr. Schacht’s speech at the annual general 
meeting of the Reichsbank was an admission that hitherto 
a large proportion of Reich expenditure had been financed 
by such concealed operations as the issue of “ special 
bills,’ that a large secret debt had accumulated, and 
that the time had now come when revenue and ‘long- 
term borrowing would suffice to meet the expenditure 
of the Reich. 

A statement similar though not quite as explicit, 
was made by Dr. Schacht about a year ago, when still 
Minister for Economic Affairs. Yet during 1937 the 
“special bill’’ debt of the Reich has continued to 
increase by approximately Rm. 5,700,000,000 to some 
Rm. 23,000,000,000. 

As for the outlook for the year 1938-39, it is only 
necessary to look at the major expenditure and revenue 
estimates of the Reich to make it clear that there is no 
prospect yet of the deficit being met out of long-term 
borrowing. These figures, of course, are on the basis 
of the Reich prior to the Austrian annexation and do not 
include the current revenue and expenditure of Austria, 
which will now be added to that of the Reich. On the 
other hand in the light of the latest events, it is permis- 
sible to make allowance for an increase in armament 
expenditure during 1938-39, and also for those additional 
costs of Austrian development which will not be met by 
Austrian revenue. 

Reckoned on the most conservative basis, therefore, 
German Reich expenditure during the coming year must 
be expected to exceed the Rm. 30,000,000,000 limit, 
against the Rm. 25,000,000,000 spent in 1937-38. Herr 
Hitler, in his Reichstag speech, announced that the 
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Government in the coming year was expecting a revenue 
from taxation of 17 milliards against the 14 milliards 
received in 1937. If to this approximately 1-5 milliards 
are added (the same as in 1937) as revenue from “ volun- 
tary ’’ contributions, payments of the Nazi Party organisa- 
tions and of the Labour Front to the Reich, then the 
total revenue will amount to Rm. 18,500,000,000, against 
a minimum expenditure of Rm. 30,000,000,000. 

Undoubtedly Dr. Schacht is correct in anticipating 
a large increase in the amount which will be borrowed on 
long-term by the Reich during the forthcoming year. 
And while the Reich in 1937-38 issued long-term loans 
to the total of Rm. 3,600,000,000, it may be expected 
that the corresponding figure for 1938-39 will be in the 
neighbourhood of 5 milliards. Thus, far from being wiped 
out, the deficit of German Government expenditure not 
covered by long-term borrowing will certainly be larger in 
1938-39 than it has been in the current year. 

* * + 

In the meantime much speculation has been aroused 
as to the reasons for Italy’s acquiescence in Germany’s 
Austrian coup. It is a long cry from Mussolini’s con- 
centration of Italian troops on the Brenner Pass in 
1934 to his publicly expressed approval of the arrival on 
the other side of the same frontier of the German army 
over the body of a state whose independence he had 
always shown himself anxious to uphold. 

To most Germans the explanation of this change of 
attitude is a very simple one, namely, that a bargain was 
struck between the Fiihrer and the Duce by which the 
former was given a free hand in Central Europe in 
exchange for important guarantees of German support in 
the Mediterranean, and that the Duce has only carried 
out loyally his part of the agreement. Only the more 
experienced and perspicacious observers realise that 
Signor Mussolini’s acquiescence cannot possibly have 
been given light-heartedly. For whatever the terms of 
the agreement, Italy’s cession of her interests in Central 
Europe implies a serious weakening of her status. The 
reason for acceptance of the role of junior partner to the 
Berlin-Rome axis is indeed not far to seek. 

First and foremost is her economic position, which 
has suffered a steady deterioration for some time, and 





GERMANY, AUSTRIA, ITALY 19 


has latterly reached an alarmingly acute stage. This, 
together with the absence of large numbers of Italian 
troops in Abyssinia, Spain and Lybia, placed the Duce in 
a position which made it impossible for him, for the time 
being at any rate, to risk a conflict, or even to create 
tension, with Germany. Whatever his real inclinations, 
his policy has been one of necessity based on a very real 
economic distress. 

The main causes of this distress are fourfold. At home 
the abnormal strain imposed upon a naturally poor 
country by her enormous armaments programme and her 
efforts towards economic self-sufficiency are aggravated 
by the consequences of the Abyssinian adventure and 
the intervention on behalf of Franco’s Nationalists in 
Spain. 

In Abyssinia the war has cost Italy 12 milliard lire 
in cash, besides the loss of foreign exc shange assets and 
gold reserves amounting to at least 6 milliard lire. 
All wars are expensive, and such a price might not have 
been exorbitant if the conquest oi Ethiopia had _pro- 
duced the quick return hoped for, especially when its 
important value to Fascist prestige is taken into con- 
sideration. But, far from proving itself an immediate 
asset, Abyssinia has remained a crushing liability. 

Between January and September, 1937, the simple 
military occupation of the country—and the Italian hold 
on Abyssinia cannot yet fairly claim to amount to more 
than that—cost Italy an average of 400 million lire a 
month. This figure has grown monthly larger, until for 
February, 1938, it reached 850 million lire. Italian 
firms and colonists have had their pioneering enthusiasm 
damped by the uncomfortable discovery that armed 
resistance continues on a considerable scale among the 
natives, whose suspicion of the new Italian currency 
has brought local trade, even in the limited safety zones, 
to such a standstill that large quantities of food have 
actually had to be exported to the colony by the colonisers. 
All major development has ceased for lack of capital, and 
the only business available is in the supply and main- 
tenance of the army of occupation, whose strength Signor 
Mussolini has been obliged to raise to 200,000 Italian 
and native troops. 

The cost of maintaining a further 100,000 troops in 
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Lybia, which might ordinarily be regarded as a consider- 
able item, fades into insignificance by comparison with 
the price Italy is paying for her intervention in Spain— 
a subject which will be discussed in due course. 

At home, Italy is in even greater financial and 
economic straits. To a country so naturally poor in 
raw materials, the policy of self-sufficiency upon which 
she has embarked must at any time prove both costly 
and unproductive, even more so than is the case with 
Germany. But at a time when the slender resources of 
the country have been heavily taxed by one war, and 
continue to be taxed by what practically amounts to 
another, as well as by colonisation of a singularly expen- 
sive kind and by an unparalleled effort in all branches 
of rearmament, the pursuit of such a policy must end 
by seriously prejudicing the stability of the country. 

The standard of living in Italy, never high among the 
masses, has been lowered by as much as 25 per cent. as a 
result of the economic dilemma in which the country has 
been placed by its military adventures. Years of official 
propaganda have schooled the average Italian into 
accepting w hatever sacrifices he may be called upon by the 
Duce to make, but there must be a limit to human for- 
bearance. 

Taxation of every conceivable kind has failed to stem 
the annual increase in budgetary deficit, and the figure 
for 1938-39 is expected not to fall far short of 20 million // 
lire, with the result that extraordinary measures, such as 
the recent levy on the capital of joint stock companies, 
have been adopted by the Government. 

Raw materials, so urgently needed at the present 
moment, become increasingly difficult to obtain with the 
steady deterioration of the foreign exchange position. 
Exports have never fully recovered from ‘the loss of 
markets during the Abyssinian War, and Italy’s adverse 
balance of trade for 1937 was 5:6 milliard lire. The full 
significance of this figure is brought home by the realisa- 
tion that the total gold and foreign exchange reserves 
including foreign assets, to-day stand at only 6 milliard 
lire. Even allowing for a sum of 2:5 milliard lire for 
invisible assets, tourist trade, etc., a net loss in a single 
year of 4 milliard lire (3 milliard in gold and foreign 
exchange and I milliard in consumption of raw material 
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stocks) can only mean that if things continue at the 
present rate Italy is perilously near the end of her devisen 
resources. 

With so much cause for concern at home, Italy cannot 
afford to look on with equanimity at the long-drawn 
struggle in Spain in which she is so deeply involved. 

Apart from the maintenance of between 50,000 and 
60,000 troops in Spain at her own expense, she is supplying 
munitions (tanks, aeroplanes, artillery and other war 
material) to Franco on a huge scale. Nationalist Spain’s 
debt to Italy at the beginning of this month amounted to 
3:5 milliard lire. In the event of Franco forcing a quick 
victory, which may now be regarded as distinctly probable, 
provided that there is no last minute foreign assistance 
to the Spanish Government, Italy may gain a firm footing 
in Spain. But even then it is unlikely that Franco will be 
able to pay off his debt to Mussolini in cash. He is, on 
the contrary, more likely to call upon Italy for fresh 
credits to enable him to reconstruct and develop his 
potentially rich country, so that what may prove a sound 
long-term investment for Italy has turned out a sad 
disappointment in the matter of quick returns. 

Unluckily for Italy time is a vital factor. Her present 
foreign exchange position is such that she cannot afford to 
wait. Her belt has already had to be tightened to sucha | 
degree that any further delay threatens, economically 
speaking, to result in a total loss of breath. The general 
decline in world trade, moreover, promises to add further 
complications to her already unenviable position. 

The argument that too much importance should not 
be attached to Italy’s economic weakness, on the ground 
that such a weakness has existed ever since the Great War 
without ever having brought about a collapse, is no longer 
a tenable one. At no time since the War has there been 
such a discrepancy between Italy’s resources (particularly 
with regard to the foreign exchange position) and the 
demands they have been called upon to meet. For over 
four years she has lived on her dwindling gold and foreign 
exchange reserves and the end of these reserves is now 
indisputably in sight if the present state of affairs 
continues. 

From this, the obvious but all important conclusion 
emerges that some immediate change or modification of 
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policy is a categorical necessity. Somehow or other the 
economic pressure on Italy must either be relieved or 
diverted, and effective relief can only be obtained by 
means of a radical revision of policy and intentions in 
more peaceful directions. 

Diversion, on the other hand, lies in continued co- 
operation with Germany in an expansionist policy—a 
co-operation which, with German troops on the Brenner, 
Italy can no longer, on purely military grounds, afford to 
refuse. 

Of the two possible courses, therefore, it seems likely 
that Signor Mussolini will elect that of throwing in his 
lot with Germany, since in any case it is difficult to see 
how the complete volte-face which would be necessary to 
secure relief of economic pressure could be politically 
accomplished without an impossible rupture with the 
forces of Nazidom. 

If he chooses the alternative of diversion, then Italy’s 
economic dilemma will obviously be rendered more 
acute than ever, so that she will be obliged to prepare 
herself, economically if not politically, for a day of reckon- 
ing which cannot by the nature of things be indefinitely 
postponed. Whether or not Italy will try to forestall this 
calamity by an act of despair is a question which the 
course of events alone can answer. 





Great Britain’s Balance of Payments 
By H. V. Hodson 


OT since 1931 have the figures of the national 
balance of payments been studied with greater 


anxiety than those for last year. As the months 
passed and the excess of imports over exports grew ever 
more formidable, the question forced itself more and more 
insistently on our attention—“ how is all this to be paid 
for?’ Monetary policy, protective policy, policy towards 
trade treaties and foreign lending, all these are necessarily 
guided in some measure by the condition of the national 
debit and credit account with the rest of the world. It is 
not, therefore, merely in a spirit of academic curiosity 
that year after year economists have been pressing for a 
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more accurate and thorough statistical investigation of 
the major invisible items in the account. This was one 
of the recommendations of the Macmillan Committee on 
Finance and Industry, and seven years later it still 
remains to be carried out, though important private 
investigations like those of Sir Robert Kindersley and the 
Chamber of Shipping have eked out the limited statistical 
resources of the Board of Trade. 

The haziness of our present knowledge may be simply 
illustrated. The official estimates for 1937 show a final 
net deficit of £52 millions on current account. They 
include five separate headings of estimated invisible debits 
and credits, the gross total of which is £399 millions. 
Hence an error of the order of 10 per cent. in this total 
would mean either that our actual net deficit was neg- 
ligible or that it was not far off the staggering figure of 
{100 millions. That a possible error of Io per cent. is not 
out of the question has been proved in practice. As a 
result of the enquiries initiated by the Economist and Sir 
Robert Kindersley in 1929, the official estimates of income 
from oversea investment were scaled down by approxi- 
mately that percentage. Still closer to the present, the 
detailed study of national shipping income in 1936 made 
by the Chamber of Shipping and the Liverpool Steamship 
Owners’ Association has caused the Board of Trade to 
reduce its estimates under this head from £75 millions to 
{70 millions for 1935, and from {£95 millions to £85 millions 
for 1936. (These figures include the disbursements of 
foreign ships in United Kingdom ports.) 

Moreover, each of the five headings in the usual 
official table is itself the net result of additions and sub- 
tractions, giving scope for a cumulation of minor errors. 
Thus if, for instance, the gross figure of British income 
from oversea investment were Io per cent. out, and the 
gross figure of foreign income on investment in this 
country were also Io per cent. out, but in the opposite 
direction, then the net figure, which appears in the 
table, would be 114 per cent. too high or too low. 

The worst example of all is the statistical rag-bag 
entitled ‘‘ estimated net receipts from other sources.” 
This includes the debit from British tourist expenditure 
abroad, the credit from foreign and colonial tourist 
expenditure in the United Kingdom, the debits and credits 
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from royalties on foreign films shown here and British 
films shown abroad, the credit from sales of second-hand 
ships, the debit from missionary society remittances, the 
credit from diplomatic and consular expenditure of 
foreign countries in the United Kingdom, the debits 
and credits from emigrants’ savings and remittances, 
and other minor items. And the net result of all this is 
an estimated credit of {10 millions, a figure which has 
remained unchanged for years! It is no exaggeration 
to suggest the possibility of a 100 per cent. or still greater 
error in this estimate. For even if each constituent 
item were substantially correct there might be a heavy 
cumulative margin of small possible errors. 

In fact there is no certainty that the individual 
items are correct within a reasonable percentage. For 
instance, one of the smaller constituents is the expendi- 
ture of British subjects from the overseas Empire visiting 
the Mother Country on leave or on holiday. There 
appear to have been about 67,000 of such visitors in 1937— 
most surprisingly, a smaller total than in 1936, in spite 
of the Coronation. The only evidence of how much they 
spend is furnished by the results of a sample enquiry 
among colonial officers home on leave, which showed an 
average expenditure of between {170 and £200 per head. 
Now even if this sample were typical—and it obviously 
has little relevance to holiday-making Australians, or to 
Canadians in transit for the Continent—the range of 
total expenditure would lie between {11-4 millions and 
£13°4 millions, a margin of {2 millions. That is only a 
minor example. When we consider that there were 
1,160,000 British visitors to the European continent in 
1937, and that their average expenditure is virtually 
the subject of guess-work, we can realise the huge scope 
for error exposed in these estimates of invisible debits 
and credits. 

Hence the Board of Trade’s conclusions about the 
state of our balance of payments must be taken with a 
strong pinch of salt. The revised official figures for the 
past three years are shown in the table on page 25. 

The first line is the only one for which accuracy 
can be claimed, and even there a warning is necessary 
with regard to transactions in silver. In 1936 there 
was a small net export of silver; in 1937 imports ex- 











—_ Fy a & 


nN DOS =e (CO DB ee Reh YW Ss 8 


cD 


a>) 


oe 


BALANCE OF PAYMENTS 25 


ceeded exports by {10} million. The silver market has 
been affected by such abnormal factors as the China 
war and facts and rumours about American buying 
policy, and there is no certainty that all imports of 
silver have been counter-balanced by an outgo of sterling ; 
they may partly have represented deposits not involving 
a change of ownership. The deficit on silver account 
has to be added to a merchandise debit of £432-3 millions. 
This is an enormous figure. As the Board of Trade 
point out, however, changes in relative price levels of 
imported and exported goods account for much of the 
increase since 1936. Indeed, if both imports and exports 
are re-valued at 1936 prices the increase in the mer- 
chandise deficit compared with that year is reduced to 
{8-3 millions. 


BALANCES OF CREDITS AND DEBITS IN THE TRANSACTIONS 
(OTHER THAN THE LENDING AND REPAYMENT OF 
CAPITAL) BETWEEN THE UNITED KINGDOM AND ALL 
OTHER COUNTRIES. 











Particulars 1935 1936 1937 


£ Millions 





Excess of imports of merchandise and silver 261 345 443 
Estimated excess of Government payments 
made oversea me iad “ ea 2 3 4 
Total .. es “a .« 23 348 447 
Estimated net national shipping income”* . . 70 85 130 
Estimated net income from oversea invest- 
ments o0 oe o- oe aa Id5 205 220 
Estimated net receipts from commissions, 
ete... i ee asi ‘i 30 30 35 
Estimated net receipts from other sources Io IO 10 
_ Total = oe - whe 295 330 395 
Estimated total credit or debit balance on 
items specified above ae ee . +32 -18 —52 





*Including disbursements by foreign ships in British ports. 





Nevertheless, whatever the explanation, the deficit 
was incurred, and had to be paid for. Increased shipping 
earnings were the chief means of doing so. The estimate 
under this head for 1936 may now be taken as reasonably 
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accurate, but the adjustment for 1937 is less securely 
based. It represents an increase of 53 per cent. on the 
previous year, roughly the proportion in which tramp 
and tanker freight rates advanced. Liner and passenger 
rates did not increase by nearly as much, and although 
shipping was more fully employed the estimate possibly 
errs on the optimistic side. 

The increase in the estimate of net income from 
oversea investments does not seem excessive, in view of 
the prosperity of mining and plantation companies, 
the payment of back dividends by South American 
railways, and other favourable factors. Indeed one 
might have guessed at a still larger increase. Serious 
doubts arise, however, in regard to the accuracy of the 
basic figure. Compared with Sir Robert Kindersley’s 
well-known estimates, it includes not only dividends 
actually distributed but also all other moneys brought 
home by British companies operating abroad, including 
directors’ fees, reserves and undistributed profits. But 
it is a net figure, that is to say, there has been deducted 
the outgo on foreign and colonial holdings in British 
concerns or public securities. This outgo is now esti- 
mated at about {£15 millions. Thus the gross figure 
for 1936 would be about £220 millions, which compares 
with Sir Robert Kindersley’s estimate of £180 millions. 
Is it possible that the sums included in the Board of 
Trade’s estimate, but omitted from Sir Robert’s, were 
of the order of £40 millions in 1936? 

The increase shown in net receipts from commissions 
and other earnings of banks, insurance companies and 
financial institutions generally on their oversea business 
seems reasonable. Enough has been said about the 
remaining item to show that it is scarcely more than a 
rough guess. The result is to show, in the Board of 
Trade’s table, a net deficit of £52 millions. This was not 
balanced by an export of gold. On the contrary, net 
imports of gold in 1937 came to about £79 millions if 
valued in sterling. This figure by itself, of course, is 
useless as an index of the net sum actually paid for 
gold in the course of the year. On the one hand, gold 
sent over by continental hoarders for safe-custody here 
requires no sale of sterling. On the other hand, gold 
may be bought by the Exchange Equalisation Account 
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and kept abroad under earmark. In six months only, 
from March 30 to September 30, the combined gold 
holding of the Bank of England issue department and 
the Exchange Equalisation Account rose by 16,181,000 
fine ounces, worth some £113,000,000 at £7 an ounce. 
All one can say with certainty is that gold transactions 
in the course of the year meant very large net sales of 
sterling to add to the deficit on visible and invisible 
current account. 

A further debit arose from new issues of capital for 
oversea borrowers, and from other accretions ot British 
long-term capital abroad. According to the Midland 
Bank, the total of such issues in 1937 was £32 millions, of 
which a small fraction must have been retained in this 
country in the shape of flotation expenses and so on. Of 
the other accretions the only sound evidence we have is 
the Federal Reserve Board’s figures of capital move- 
ments into and out of the United States. They show a net 
inflow of $83 millions of United Kingdom long-term 
capital in the first nine months of the year. There was 
probably an outflow during the last quarter, and perhaps 
£10 millions would be a fair estimate of the net movement 
of British capital to Wall Street in 1937. In the reverse 
direction, there were undoubtedly considerable repay- 
ments and redemptions of existing oversea securities, 
together with some repurchase of such securities by 
nationals of the countries concerned. This return flow 
of long-term capital exceeded {100 millions in 1936, 
including a number of conversions which do not appear in 
the Midland Bank new issue figures, and though it appears 
to have been smaller in 1937 it was almost certainly in 
excess of the total of new issues. The best result we 
could hope for, on our present available knowledge, would 
be “no change ”’ in the aggregate of Britain’s long-term 
assets abroad. 

The conclusion is inevitable that there must have been 
a very large net inflow of short-term capital in order to 
balance the deficit on current account and the purchases 
of gold. In view of the wide margin of error in the 
estimates, it would be unwise to try to put a figure to the 
movement. Yet our experience in 1931 shows that the 
economic future, and certainly the future of public 
policy towards international trade and exchange, is 
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likely to turn on accurate knowledge of this very thing. 
Ignorance is bliss, but it may be the bliss of a fool’s 
paradise. In the words of the Macmillan Committee : 
‘*To put on a more scientific basis our acquaintance with 
the fundamental facts and trends of our economic life, 
and to replace empiricism by ordered knowledge, might 
prove to be the greatest step forward that it lies within 
our power to take towards raising the economic well-being 
of our country to the level which the technique of produc- 
tion would allow.” 


Mr. Keynes and the Exchange 
Account 


By W. Manning Dacey 
HEN Parliament in its wisdom provided in the 
Budget of 1932 for the establishment of an 
Exchange Equalisation Account it little realised 
the problems it was creating for monetary theorists. The 


sole purpose of the Account was to “iron out” tem- 
porary fluctuations in the sterling rate of exchange. 
Primarily it was intended to mitigate the dislocating 
effects on the exchanges of sudden flights from one 
financial centre to another of the large and volatile 
floating balances, whose disruptive movements had been 
a first-class problem ever since the economic crisis began. 
If foreigners suddenly conceived a passionate desire to 
hold {10,000,000 of their funds in London, the theory 
was, then the Exchange Account would place £10,000,000 
of sterling at their disposal in exchange for the influx 
of gold representing the counterpart of the capital 
movement. 

By this mechanism both the influx of capital and its 
subsequent withdrawal, when its foreign owners found it 
a matter of urgency to transfer their balances elsewhere, 
would be prevented from having any distorting effect on 
the exchange relationship between sterling and other 
currencies, which would thus be determined solely by 
fundamental factors such as relative purchasing power 
and the balance of payments. Less clearly, it was 
realised also that by the Exchange Account mechanism, 
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an influx of gold due to temporary factors would be 
prevented from becoming part of the Bank of England’s 
gold stock and hence of the basis of credit. Temporary 
expansions of credit and—more important—their sub- 
sequent reversal through an unpleasant process of 
deflation would be averted, no less than temporary 
fluctuations in exchange rates. Stability would be 
substituted for the oscillations of the discredited 
automatic gold standard. 

Before very long, however, it was realised in certain 
quarters that the new technique goes perhaps a little too 
far. The normal method by which the Exchange Account 
finances the simultaneous operation of a sale of sterling 
and a purchase of gold is through the sale of Treasury 
Bills, either direct to the commercial banks or to the 
discount market, which in turn usually pledges them 
with the commercial banks against a call loan. In either 
case the result is an equal rise in the banks’ money 
market assets and in their deposits without any corre- 
sponding increase in their cash reserve. The effect, in 
other words, is to lower their cash ratios; and this is 
actively or potentially deflationary. If the foreigner 
uses the sterling placed at his disposal to withdraw 
banknotes for hoarding purposes, the deflationary effect 
is, of course, immeasurably greater, since this constitutes 
a drain on the cash reserve of the banking system itself. 

What at first seemed a paradox, but has now— 
especially since the gold scare of 1937—become a 
platitude, was thus gradually recognised : that under our 
present system, in direct contrast with a gold standard, 
an influx of gold tends to contract credit, not to expand 
it. But it was realised, too, that this tendency can be 
countered with perfect ease. If foreigners begin to hoard 
British notes then the Bank of England’s reserve must 
be replenished through the sale to it of some of the 
Exchange Account’s gold; if by creating additional bank 
deposits the Exchange Account lowers the banks’ cash 
ratio, then that ratio must be restored by the Exchange 
Account’s financing a proportion of the gold inflow 
(roughly one-tenth) through the sale of gold or Treasury 
Bills to the central bank. 

Without unfairness, it may be claimed that these 
repercussions of the Exchange Account’s operations on 
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the credit structure were realised by economists such as 
Mr. F. W. Paish or Professor N. F. Hall, and also by some 
financial journalists, before they were by the authorities. 
The period was one of the great monetary ease, in which 
the banks’ cash ratios were running as a result of the 
depression far above the conventional 10 per cent. 
minimum, so that the deflationary action of the Exchange 
Fund remained for some time of purely theoretical 
importance. It was only in 1936, when a sustained 
hoarding demand for British notes was allowed to reduce 
bankers’ deposits at the Bank of England to such a point 
as to create an actual stringency (and after attention 
had been drawn to the reason for this in the financial 
press) that the authorities seemed at last to become 
alive to the situation, and the Bank took corrective 
action by vigorous purchases of gold. At that time the 
whole question was so fully discussed that it was assumed 
the technique of neutralising the Fund’s deflationary 
tendency must now be fully understood and would 
automatically be applied in future. 

This complacent assumption was flatly challenged by 
Mr. Keynes in his speech at this year’s annual meeting 
of the National Mutual Insurance Society. It has been 
shown above that the actions of the Exchange Fund may 
be deflationary, even when it is supplying foreigners with 
additional sterling deposits newly created for that 
purpose. Mr. Keynes contends that in the first nine 
months of 1937 incoming gold was financed in an even 
more deflationary manner—by transferring to foreigners 
sterling deposits formerly held as part of the domestic 
circulation. Briefly, his argument is this. From January 
to September 1937 the Exchange Account acquired {190 
millions * of gold. But over that period both the tender 


* This figure, which was received with some incredulity, derives 
from Mr. F. W. Paish’s studies. Since we know that from March 30 to 
September 30, the inflow was {113 millions it implies that {77 mill- 
ions was acquired in the first quarter of 1937. But the official figure for 
March 1937 confirms that Mr. Paish’s calculations were no more than 
500,000 ounces (say, £3,500,000) out at that date. Mr. Paish’s experi- 
ence of his method satisfies him that his figure for December 1936 
could not have been more than {25,000,000 too low. If Mr. Keynes 
figure of £190 millions ought to be reduced by that amount, this 
simply implies that some of the Treasury’s net receipts were used for 
other purposes, e.g. to support the gilt-edged market. 
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issue of Treasury Bills and the level of bank deposits 
actually fell, while despite the Bank’s purchase of {£14 
millions of gold there was no increase in bank cash. 
How was the remaining £176 millions of gold financed ? 
Mr. Keynes says: as to £12 millions out of net revenue 
receipts after redeeming £36 millions of Treasury Bills; 
as to {104 millions from the proceeds of a Defence Loan 
and other long-term issues; as to the remaining {60 
millions out of the net receipts of the Unemployment 
and other extra-budgetary funds. By using this money 
—all of it drawn from the public—to finance an influx 
of gold, “ the Inanagers of the Exchange Account,” says 
Mr. Keynes, “ largely depleted the liquid resources of the 
domestic market.’ It is undeniable that the resources 
of the domestic market were so depleted; for over a 
period when foreigners were acquiring some £190 millions 
of sterling, bank deposits actually fell. Surely the truer 
way to interpret the Treasury’s operations over the 
period, however, is to say that the public was deprived 
of liquid resources by the raising of a Defence Loan long 
before the money was needed (so that the loan was 
merely used to fund Treasury Bills) and by the retention 
of the Treasury’s other receipts. That the Exchange 
Account was simultaneously creating an equivalent 
amount of deposits for the use of foreigners does not 
directly affect the issue; the important thing is that the 
money was taken away from the public, not that it was 
given to foreigners. In this connection, the most serious 
complaint against the Exchange Account, as Mr. Keynes 
would no doubt agree, is that its operations enabled the 
other deflationary transactions to be hidden from the 
public gaze. 

There is, however, another sense in which the 
Exchange Account is more vulnerable to criticism. The 
argument that the deflationary effect of Exchange Fund 
operations can be neutralised depends on the assumption 
that it finances an influx of gold by the sale of assets to 
the banking system. If a gold inflow were deliberately to 
be financed by the sale of assets (for example, Treasury 
Bills or gilt-edged securities) to the public, this would 
obviously be deflationary in the extreme. Now the 
curious thing is that a large part of the gold acquired 
since the Exchange Account was set up does seem 
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ultimately to have been financed in this way. The 
trouble is that the Treasury is reluctant to issue Treasury 
Bills above a certain limit, which appears to be in the 
neighbourhood of £1,000 millions. If the Treasury Bill 
issue exceeds that figure, the Treasury brings it down 
again through a Funding Loan, extinguishing bank 
deposits in the process. If the issue is near the limit, the 
more gold the Exchange Account has to finance, the 
more Treasury Bills will be funded; so that although 
the gold is financed in the first instance by the banking 
system, in the last analysis it is financed by the public. 
At a time when a rearmament programme of “ sub- 
stantially more ’’ than £1,500 millions has to be financed, 
it is essential that public savings should be used for this 
all-important purpose, and not frittered away financing 
imports of gold, simply because the Treasury gets nervous 
if the Treasury Bill issue runs into ten figures.* Just as 
it is necessary nowadays to analyse bank deposits into 
domestic deposits and foreign deposits, so the Treasury 
must learn to distinguish between domestic Treasury 
Bills and foreign (gold-financing) Treasury Bills. For 
the latter there must be no conventional limit. Even in 
this topsy-turvy world of Exchange Account finance it 
would be too paradoxical if, at the very moment that 
France’s defence programme is being hampered by a 
‘““eold hemorrhage,’ our own rearmament were to be 
hindered, however slightly, by a “ gold infusion.” 


Background to Banking 
By W. W. Syrett 


O the serious student of present-day banking, his 
study is sadly lacking if he neglects to relate it 
to the contributory background of historical 
association (which accounts for the emergence of banking 
in its present form) and the general political, economic 
and social conditions which form the present setting. 
It is not too much to say that a study which neglects 





* Clearly, there is also a strong case for attempting to limit imports 
of gold by doing away with the uneconomic rates at present allowed 
on foreign deposits by certain institutions. 
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these apparent side-issues may fit a man for routine work 
but leave him totally unsuited to make any vital decision 
on broader matters affecting the responsible conduct and 
general advancement of the banking industry. 

More specifically, the ‘‘ Background ”’ consists of— 

(i) The type of economic development through the 
stages of which the country has passed, and is passing. 

(ii) The legal system by reference to which general 
trade is conducted, and, more particularly, those sections 
of the law which directly affect banks in the business 
they carry on. 

(iii) The social conditions which, as a result of past 
influences, rule in the country concerned. 

(iv) The type of political state in relation to which 
the conduct of banking is being examined ; 

(v) Difficulties (usually of minor moment) which arise 
from the existence of minorities affecting a non-uniform 
religion, language or racial affinity. 

In any particular country, varying degrees of im- 
portance must be attached to the different factors. In 
a colony which has been recently opened up by the 
intrusion of immigrants, the development of banking is 
likely to start from the point at which the mother 
country left off, whilst in a country (such as Japan) 
which has been recently thrown open to modernising 
influences the background reflects the influence of more 
important neighbours. Thus, Japan copied some of her 
banking code from the U.S.A. 

The British Colonies and Dominions have taken much 
from general codes in practice in this country, whilst 
suffering little from the disadvantages which Minority 
movements might engender. Elsewhere, as in Central 
Europe, banking is very much concerned with politics, 
with minorities of various types, and with legal for- 
malities individual to particular countries. 

We are indebted to the four authors of ‘“‘ Commercial 
Banking Legislation and Control’’* for a volume which 
does much to broaden our knowledge of banking in 
thirteen of the more important countries of the world. 
Whilst confining themselves generally to a consideration 


* Commercial Banking Legislation and Control. By A. M. Allen, 
S. R. Cope, L. J. H. Dark and H. J. Witheridge. London, 1938: Macmillan, 
18s. net. 
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of the laws, written and unwritten, which determine the 
course bankers must pursue, they have not neglected to 
explain for our consideration the varying factors in the 
background which assume (each in some measure) 
importance in producing the conditions which rule to-day. 

Just as the cost of living in any one country is a 
function of the cost of living in other countries, so is the 
banking organisation a creature influenced by parallel 
systems abroad. This relationship is the stronger the 
more a country imports and exports, so that we, in 
England, can afford less than anyone else to ignore 
foreign development in banking spheres. Foreign banks 
are our customers as a result of foreign trade, and our 
progress owes something—and might in future owe more 
—to what has happened abroad. Our laws are modified 
to suit the conditions under which we must work : for 
example, the “ Clearings ’’ which have modified both the 
law affecting and practice of British banks, are a result 
of events in Italy, Turkey and Roumania. It is to be 
hoped that we shall soon copy the measures in force in 
the U.S.A. and Switzerland to prevent undesirable 
competition for foreign ‘“ Hot Money ”’ deposits. 

Although British Banking owes something to foreign 
influences, over-rapid progress in certain directions is to 
be guarded against. One’s first reaction on reading 
“Commercial Banking Legislation and Control’’ is to 
envisage that the adoption of certain of the practices of 
other countries might be worth closer consideration. 
The returns which are made, in the U.S.A. for instance, 
could be used for a valuable statistical study. These are 
compiled in order to comply with a multiplicity of laws 
and regulations (some of the latter being self-imposed) ; 
they could be extended and analysed to throw con- 
siderable light on (inter alia)— 

(a) what total losses have been made on real-estate 
holdings ; 

(b) whether savings-deposits are a source of profit or 
loss ; 

(c) what proportion of bad debts are due to depre- 
ciation of securities as compared with unsecured loans 
which have to be written off. 

Although the outcome of enquiries such as these 
might be valuable guidance for the future conduct of 
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business, it is very probable that the cost would be 
prohibitive. Thus we learn on page 469 that, by a 
typical trust (a bank which is member of the U.S. reserve 
system) ‘“‘ Reports are made for about 50 different 
purposes and number about 700 during the year. A 
stati of 15 is permanently employed in providing the 
information, and the annual cost is approximately 
$150,000 . . . the lavish publications of statistics provided 
annually, and even month by month, by the banking 
authorities are produced largely at the bank’s own 
expense.” 

The chapters of the book quoted above each deal 
with a separate country, except for the first which 
introduces the thirteen distinct studies, and which is 
headed “‘ The Principles of Statutory Regulation.”’ The 
highlights deal with such important events as the almost 
universal tendency to change from ‘‘ Mixed Banking,” 
measures enacted to prevent overbanking and un- 
desirable competition, liabilities imposed by laws on 
directors and shareholders—with particular reference to 
“ Uncalled ’’ share-capital and “‘ Double liability ’’—and 
the comparative flexibility or rigidity of different banking 
systems. One is not surprised to learn that Mr. A. M. 
Allen is of the opinion that, since Italian borrowers of 
sums over lire 25,000 are compelled to file a detailed 
statement of their assets and liabilities, ‘‘ Detailed legal 
regulations of this sort should not really be necessary ; 
and they are only found in the two totalitarian states.” 

The great value of this work lies in its wealth of 
cross-references by which the incidence as well as the 
text of laws in various states are contrasted and com- 
pared. We learn, for example, that the Central bank is 
by force of law in some countries actually or virtually 
state-owned; in others, commercial banks hold all the 
shares in the central institution, whilst in others the 
shares are owned by whoever cares to buy them on the 
stock exchange. A typical contrast is that between 
the onerous laws of the U.S.A., so many of which affect 
the conduct of banking, with Switzerland where ‘ Con- 
trol” consists of independent auditing by associations ap- 
pointed by the banks themselves coupled with a minimum 
of state interference. 

The effect of the introductory chapter, read in con- 
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junction with the separate studies on individual countries, 
is to weld this book into a coherent whole; it provides 
the over-riding commentary which enables the reader to 
obtain a broad grasp of the topic. 

In my opinion the omission of two matters renders the 
work a little short of completion. Since so much space 
was necessarily devoted to the great inflation in Germany, 
the chapter should have included a reference to the 
startling doctrine (which was held at the time in German 
official circles) that as long as the note issue was not 
inflated, then inflation could not occur; the effect of the 
credit inflation in contrast to the nominal total increase 
in the issue of notes surely deserve especial mention. 
The second point is this: although the earliest date 
mentioned in connection with the U.S.A. is 1864, the 
problem of “‘ Domestic Exchange ’’ between the various 
states is not referred to; in the days of varying, and 
sometimes conflicting, bank rates in the different reserve 
cities and inter-state collecting charges which were 
incurred in transfers of funds, dollars in the form of credit 
instruments on different places were quoted at a premium 
or a discount. Readers are not told how these difficulties 
were overcome, although their solution was an integral 
part of American banking development and must have 
had an important effect in shaping present-day legis- 
lation. The best one can do is to infer, from the laws 
actually referred to, the course which was actually 
followed; but to do so is possibly dangerous as relevant 
enactments may have been omitted. 

This book is a tribute to the value of the broad 
cultural background. Three of the four joint authors 
hold the B.Com. degree: Mr. A. M. Allen (Assistant 
Secretary to the Institute of Bankers, also M.A,), 
Mr. L. J. H. Dark and Mr. H. J. Witheridge. The fourth, 
Mr. S. R. Cope, is a B.Sc.(Econ.). They contribute 
respectively five, three, one and five chapters. A 
university training in languages has enabled them to 
interpret the minds as well as the words of foreign 
legislators, but it is a pity that, after translating so 
effectively from French, German and Italian, the authors 
should have left us to grapple for ourselves with the 
Americanisms “ Collateralled ”’ and “‘ Obligated’’! Their 
wide reading in economics has ensured a commentary 
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on legal and background conditions which generally 
assesses factors in order of relative importance. It is 
possible to find here, if nowhere else, justification for the 
ntroduction of new entrants of the graduate type to 
banking service, on which point controversy arose in 
financial circles some few years back when the B.Com. 
Degree was introduced to university curricula. 

When reading this work through, one is driven to 
wonder how much legislation affecting banking is ren- 
dered necessary by the circumstances of the decade, at 
longest. The general i impression one retains is that much 
of it consists of ‘“‘ shutting the stable door when the horse 
is gone’ to the detriment of subsequent generations who 
have to labour under the welter of legislation engendered 
by passing events. It is tempting to form the general 
conclusion that banking, as in England, is best ruled by 
a flexible unwritten code, rather than by statutes the 
alteration of which is tedious and cumbersome. 


The Building Society Problem 
By R. E. Bird 
Fx a decade, the progress of the British building 


society movement has been almost uninterrupted. 

Measured by total assets, the movement has been 
increasing its resources each year since 1926 by an annual 
sum of the order of £50 millions. Measured by new 
mortgage business there was only one year between 1926 
and 1936 in which a setback was recorded—and that was 
in 1932, at the depth of depression. Since that time, the 
housing boom has carried the figures for new advances 
to astronomical dimensions. The 1936 figure of £140} 
millions represents one-sixth of the‘‘ ordinary “Tevenue and 
one-fifteenth of the total deposits of the “ Big Five”’ 
banks. 

Economists who recognise the important part which 
the movement has played, both as a safe repository for 
the small saver’s funds and as a bastion of the building 

D 
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boom, have come to regard a continued expansion in 
building society business as almost axiomatic. Last year, 
however, this assumption was challenged. Some reduction 
in housing construction made itself “apparent at a com- 
paratively early stage of the year. And the fruits of that 
reduction have been plain in recent building society 
reports. The evidence so far available suggests that new 
mortgage advances show a fall of the order of 7 per cent. 
This, moreover, has been recorded in a year of general 
prosperity, in which economic activity generally increased 
by some 5 per cent. compared with 19306. 

All rapidly progressive movements are followed sooner 
or later by a phase of consolidation, and it cannot be 
denied that the building societies enjoyed a brilliant 
innings between 1932 and 1936. The measure of the 
vast increase in mortgage business during recent years— 
together with a comparison with pre- and post-war years 
—may be assessed from the following table, which is 
extracted from the official returns of the Registrar of 
Friendly Societies :— 

GROWTH OF MORTGAGE BUSINESS 


Advanced on 
Mortgage 


Balance due 


Year No. of No. of on mortgages, 


IgI3 
IgIQ 
1924 
1929 
1932 
1933 
1934 


1935 


Societies 


5550 
311 
,1I2 
,026 
,OI4 
,0I13 
007 
999 
985 


Members 


I 
I 
I 
I 
I 
I 


617,423 
672,309 


: a 


,000,985 
265,329 
{692,167 
:747,980 
857,592 
,938,684 
2,009,817 


during year 


f 

9,131,017 
15,840,961 
40,584,606 
74,718,748 
82,142,116 
103,195,663 
124,558,507 
130,947,205 
140,292,312 


end year 
£ 

60,733,404 

57,865,967 
119,744,920 
208,141,450 
388,377,535 
423,512,027 
479,205,394 
529,662,373 
586,504,679 


1936 


The main features of the table are common knowledge 
—a ten-fold increase in outstanding mortgages since the 
war, a five-fold increase since 1924, and a doubling since 
1929. Some £586} millions were outstanding on 1,294,998 
mortgages at the end of 1936 (the year includes reports 
up to January 31st. in the following year). The average 
outstanding balance was thus £453. During 1936 itself, 
251,653 advances were made for a total amount of £140°3 
millions—an average of £558 for each advance. And if 
mortgages for more than £1,000 are excluded (which 
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reduces the number to 240,623 and the amount involved 
to £1 10} millions) the average advance is exactly {100 
lower at £458. The moderate sized house has been the 
backbone of the building boom, and the ideal medium 
for a rapid advance in building society business. 

Official figures in respect of 1937 will not be published 
until next month, but from examination of a sample of 
building society reports already published it is ev ident 
that progress has been maintained in the movement’s 
total resources. its responsibilities to shareholders and 
depositors have again increased—there has, on the whole, 
been some relaxation of restrictions on new investment, 
but the automatic accumulation of interest is animportant 
factor tending to increase these balances. Again, the 
available evidence shows that the amount outstanding 
on mortgage has once more risen appreciably. The past 

ar has no shortcomings in these respects. It is rather 
the new advance figures which will disappoint the record 
hunter. 

These provisional conclusions are suggested by the 
following analysis of 54 building society reports which 
have been published for 1937. The total figures are 
preceded by extracts from the results of certain leading 
societies :- 


RESULTS FOR 1936 AND 1937 


(in £000’s) 
Advanced 
on Balances 
Due to Mortgage due on 
Share- Due to during g Mortgage, Total 
holders Depositors year end year Assets 


Balifon 1937* 75,026°5 34,279°8 20,488- 92,196:0 


1935* 52,251° 34,808°I 20,943° 93,270°9 


Abbey JS 1936 36,129° 0,585: ; . 42,710: 
Road L 1937 37,523° 0,937" 757° 44,0506- 


Woolwich 1930 23,925° 8,288: 7,4602°S 30,848: 


f 
Equitable | 1937 25,962: 9,427° 2 . 33,344° 
f 


National 9 ~ 193°! Cio8 Lee 20,052° 
L 1937 29, D° - . 30,131° 


Total, 54 1936 ‘7 8 ‘8 85,177°2 365,436°5 416,238°3 
Societies 1937 : ‘O 92,076: 79,159°2 391,748°4 446,522-°6 


*Years to January 31st. +Years to October 31st. 
D2 
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A sample of only 5 per cent. by numbers may at 
first sight seem somewhat inadequate as a guide to the 
total movement. But judged by the resources which 
they control, and the proportion of business which they 
transact, they are, in fact, quite representative. These 
societies accounted for 63 per cent. of the total assets 
officially recorded in 1936, and for 61 per cent. of the 
mortgage advances. Although a somewhat larger sample 
has been available in previous years, covering about 
three-quarters of the total figures, it is evident that the 
present figures will not lead us far astray as a guide to 
building society trends. 

Applying the proportionate change in each category 
to the total figures in 1936, it may be calculated that 
total assets increased approximately last year from £656 
millions to £705 millions; outstanding mortgages from 
£58634 millions to £630 millions, total balances due to 
shareholders from {£480} millions to £515 millions, and 
depositors’ balances from £128 millions to £136 millions. 
On the other hand, it is probable that mortgage advances 
declined from £140} millions in 1936 to approximately 
£130 millions last year. 

Is this a serious portent? Does it represent a slight 
cyclical setback? Or can it be interpreted as a hint of 
a possible secular decline in the demand for building 
society accommodation? In general terms, it can scarcely 
by said that the nation is yet adequately housed, and 
Government policy recognises that fact. Yet a govern- 
ment housing programme is not likely to bring much 
grist to the societies’ mill—unless the facilities set up 
under the 1933 Housing Act for guaranteed advances on 
small houses to rent can be more widely employed. In 
the immediate future, at any rate, there is little sign of 
a recovery in new mortgage business. The trend of 
housing plans approved is showing a gradual fall and 
mortgage advances are closely correlated with movements 
in the plans’ figures. Ifwe assume that plans approved in 
any given year are carried out in the course of the next 
tw elve months—the hypothesis is rough, but not unreal 
—it follows that movements in plans approved provide 
a general indication of the volume of mortgage business 
twelve months in advance. The method assumes, first, 
that plans approved are actually built, and it is also 
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subject to the important qualification that a considerable 
volume of new advance business arises from transactions 
in existing properties. 

Despite the statistical imperfections of the comparison, 
however, it has the empirical advantage that it has worked 
reasonably well in the past. In the following table, the 
values of dwelling house plans approved and new 
mortgage advances are set out In the two right-hand 
columns, the figures are re-cast as index numbers, based 
on 1929 for mortgage advances, and on 1928 for plans 
approved, the latter series being post-dated one year to 
give effect to the assumed time lag :— 

Index Numbers 


Plans 
Value of Plans Approved, 
Approved for 1928=100 Mortgage 
Dwelling Mortgage (post-dated Advances, 
Houses Advances one year) 1929=100 
(£000's) (£000’s) 
O27 a. 39,889 55,887 ~ 74-8 
1926. . 40,124 58,665 99-4 78-45 
1929 _ .. 44,200 74,719 100-0 100-0 
1930... 46,704 88,767 110°+5 118-8 
POAT ks 40,492 90,253 116-6 120-8 
rO92 .. 40,888 $2,142 100-9 110-0 
993. 62,308 103,196 116-8 138-0 
TO34 .. 69,588 124,559 155°+5 166°6 
1935 78,145 130,947 173-2 175-1 
1930. 75,061 140,292 194-7 187-8 
1037 «.. 07,636 130,000* 187-0 174-0 


* Estimated. 


It will be seen that, both in the direction and in the 
measure of their movements each year, the two indices 
have been fairly closely related, not least in recent years. 
If the method is dependable, therefore, a fall in new mort- 
gage business during the current year—possibly of the 
order of 7} per cent.—may be quite conceivable. 

What is the appropriate policy for the movement to 
adopt in preparation for a fall of appreciable, though 
not serious, dimensions in new advances? Each year 
brings a substantial volume of repayments on existing 
mortgages, and for some time to come such repayments 
will tend to increase as the large advances made during the 
past five years are repaid. So far, again, the natural 
growth in shares and deposits has been well maintained. 
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Under normal circumstances, it is plain that the societies 
will have no shortage of funds at their disposal in the 
immediate future. The question may be, rather, how 
they will find adequate and remunerative employment 
for their full resources. The proviso “‘ normal circum- 
stances,’’ however, is nevertheless relevant. So far, the 
organic growth of the movement has eliminated any 
possible difficulty arising from the fact that it is a long- 
term lender and a short-term borrower. The depression 
of 1931-32 brought a mere slackening in the rate of 
advance and not a positive setback. Since that time, 
however, mortgage assets have increased by 62 per cent., 
and shares and deposits by 47 per cent. Sound lending 
policies and the retention of the depositor’s high con- 
fidence in the movement are the more essential to-day. 

That confidence would undoubtedly be increased by 
more conspicuous evidence of common counsels within 
the movement. It is no secret that they are at present 
divided. As far back as 1934, the need for a general 
standard of business practice throughout the entire 
movement was officially recognised. In 1936, a split 
occurred on the enforcement of the new code; the 
National Association, until then the only central organ- 
isation of the movement, was dissolved, and re-created as 
the Building Societies Association. A number of the 
dissenting societies formed themselves into the National 
Federation of Building Societies representing assets of the 
order of {50 millions, against some £480 millions con- 
trolled by members of the Association. The latter body, 
although it prepared a scheme of co-operation on its 
formation which shortly afterwards lapsed, has only 
recently been able to present revised recommendations 
for the acceptance of the members, and these are at 
present under consideration by the 210 societies com- 
posing the Association. 

While it would be unfair to expect rapid progress in 
the co-ordination of building society policy—for the 
methods of business differ widely between particular 
societies, and well-tried local traditions are not easy to 
change—it is nevertheless disappointing that progress 





has been so slow. The movement has become a keystone 
in the economic fabric; and this achievement is due in 
no small degree to the sturdy individualism and local 
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patriotism of the past. This outlook exists not in- 
frequently today, but is it entirely apposite in a 
movement which has outgrown local boundaries and 
quasi-philanthropic origins ? 

There are, however, other matters of long-term policy 
on which the movement may one day have to take far- 
reaching decisions. They are necessarily controversial, 
and for that reason their ventilation may perhaps come 
better from outside, rather than inside, the movement. 
The first point concerns the present range of societies 
irom large multi-branch organisations, with total assets 
as great as those of our biggest industrial undertakings, 
to the essentially local society, which is associated with 
the conception of local service rather than the necessary 
fulfilment of the highest standards of efficiency. The 
fact revealed by the sample of results for 1937 discussed 
above—that 5 per cent. of the societies are responsible 
for two-thirds of the movement’s total assets—argues 
the existence of a hinterland of small societies whose 
work has been extremely valuable in the past, but may 
be losing its relative importance to-day. 

Such extreme localisation has always given place to 
consolidation in other branches of economic activity when 
their national importance has become established. It 
has happened in industry and in banking. But the 
relatively simple process of amalgamation under company 
law is not available for the building society movement. 
It is one thing to argue for greater consolidation in the 
movement, on the grounds of increased stability and 
clearer definition of policy; it is quite another thing to 
expect that, under present legal conditions, such a 
movement can proceed very far. 

Secondly, the view that some proportion, at least, of 
the societies’ funds should be of a fixed-term nature may 
gather increased support. It would, doubtless, be 
undesirable to convert the societies into companies, with 
fixed capital quoted on the Stock Exchange. Such a 
revolution would be counter both to the traditions and 
to the financial requirements of the movement. But, as 
matters stand, it is clear that greater stability could be 
secured if some part of its funds, which are, at present, 
of a strictly short-term character, could be consolidated 
into, say, two- or three-year deposits. Finally, and 
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perhaps most controversial of all, there is the question 
of lending policy in the future. Unless the movement is 
to ““unwind,”’ by paying off its shares and deposits as 
mortgages are repaid, it will be necessary to assure 
a continuing demand for new advances. The movement 
has enjoyed the benefits of one building boom in the last 
few years. Can it count on its repetition in future years ? 
And if it cannot, will it be compelled to extend its 
definition of lending policy from the narrow limits of 
owner-occupied residential property into the wider sphere 
of commercial property? Already there are signs that 
some societies are tending to follow a slightly more 
heterodox lending policy, though pressure for business, 
rather than the realisation of any new principle, may 
provide the explanation. 

Such are the problems which may one day call for 
the consideration of the movement. In the meantime, 
may it be suggested that their eventual solution would 
be enormously assisted by a development which should 
be realisable in the shorter run—a fuller measure of 
co-operation for the consideration of more immediate 
questions of policy. 


The Problem of Agricultural Credit 


By a Correspondent 


HE recent history of British Agriculture has been 
one of continual adjustments to difficult and 
changing conditions. After the war, farmers were 
left a legacy of high costs, while the industry was left 
to compete as best it could with world producers in the 
market. Although prices of produce were left to the 
mercy of world conditions, the farmer’s principal item 
of cost, wages, was stabilised by the operation of the 
Agricultural Wages Act, 1924. The great fall in prices 
after 1929 increased the disparity between the farmer’s 
prices and his costs of production. In 1933, prices as a 
whole averaged only 76 per cent. of the level for 1929, 
while wages jell by only 2 per cent. during that period. 
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Since 1933, prices have risen, and in 1937, they were 
more stable than they had been for many years. Mean- 
while wages have risen also, and further, the costs of 
feeding stuffs have increased far more than have prices 
of produce as a whole. The industry has received 
attention from the Government, but the total of the 
financial assistance from this source has amounted to 
only a small fraction of the losses incurred by farmers 
from the very low prices in the years of extreme 
depression. 

Adverse economic conditions, and the delay in the 
introduction of relief have taken toll of the industry in 
many ways. One of the ways has been the exhaustion of 
its capital resources. Low prices gave farmers little 
opportunity of financing future production themselves, 
or of maintaining the capital goods on the farms, while 
continued depression diminished the industry’s security 
for replenishing capital by borrowing. Owing to lack 
of ig? a many farmers are unable to equip and stock 
their farms adequately. Satisfactory markets are the 
farmer's first requirement, but the lack of the means of 
production makes it difficult if not impossible for a very 
large section of the industry to take advantage of better 
markets, and to make use of modern technique and 
knowledge. 

It has been argued in certain quarters that farmers 
already have adequate supplies of credit at reasonable 
rates, and it has been said that the National Farmers’ 
Union is exceeding its proper functions in trying to 
devise a system w hereby farmers might be enabled to 
borrow more freely and more cheaply. Thus, before 
outlining the proposals upon which the Union’s special 
Sub-Committee is working, I consider it desirable to 
draw attention to some features of the present agricultural 
credit position which farmers consider need attention. 

First, let us consider long term credit. The Agri- 
cultural Mortgage Corporation was established under the 
Agricultural Credits Act, 1928, with the object of pro- 
viding agriculture with mortgage credit. That it is 
unable to fulfil adequately this function is not the fault 
of the management of the Corporation, but is due to 
the unfortunate position of its borrowing on debentures 
at 5 and 43 per cent. just prior to the sharp fall in interest 
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rates in 1932. Many millions were lent before that year, 
but subsequently the Corporation has been unable to 
expand its usefulness to agriculture owing to its inability 
to lower its rates of lending to competitive levels on 
account of its obligation to pay high rates of interest on 
its debentures. On the other hand, the relatively low 
rates which the Corporation can obtain on its unlent 
funds and repaid loans tends to weaken its financial 
position. To enable the Agricultural Mortgage Corpora- 
tion to fulfil the functions for which it was established is 
one aim of the N.F.U. 

The short-term credit position is more complicated. 
Briefly, farmers rely on four main sources for their 
credit requirements. Probably the greatest part of this 
credit is obtained from merchants, auctioneers, machinery 
dealers and others who supply his production require- 
ments, and sometimes from those who market the 
farmer’s produce. Without credit from these sources 
many farmers would have been unable to carry on, and 
in theory there should be no objections to this method 
of obtaining credit. There are, however, in practice two 
main objections to credit-giving by merchants and other 
suppliers of farm requirements. These objections lie in 
the real cost of such credit, and in the loss of freedom 
in buying and marketing which the farmer often suffers 
when he is indebted to his corn merchant, auctioneer or 
other supplier. This does not imply a criticism of the 
business practices of all these suppliers. On the con- 
trary, some of this credit is given on reasonable terms; 
the payment of accounts is deferred until produce is sold, 
and a known rate of interest is charged for the period 
for which the debt has been outstanding. Nevertheless, 
much of this credit is very expensive. The percentage 
discounts often offered for “cash within 28 days” 
indicate the very high rates of interest per annum which 
are charged on these transactions if cash is not forth- 
coming. There is the further danger that the prices 
quoted to farmers who require credit tend to be inflated 
before any allowance is made for interest charges. The 
trouble is that the farmer who buys his requisites from 
a merchant on credit seldom knows what he is paying 
for the credit since it is usually included in the price 


which he ultimately pays for the goods. 





AGRICULTURAL CREDIT 47 


Probably the greater objection to this form of credit 
is the loss of freedom and independence of the borrowers. 
Auctioneers sometimes allow farmers to buy livestock at 
their markets on credit on condition that the animals are 
resold at their markets. By this means the farmer is 
restricted in his marketing operations and consequently 
may be restricted in his profits. Similarly a farmer 
may buy seeds on account from a corn merchant on the 
condition that the merchant takes the farmer’s corn 
crops when ripe; sometimes the farmer is charged interest 
on the account. This practice often results in the farmer 
having to buy in the dearest market and sell in the 
cheapest. 

Banks form a very important source of agricultural 
credit. The main disadvantage of bank credit is not its 
cost—it is usually regarded as the cheapest form of 
credit—but the fact that many reliable borrowers and 
good farmers cannot obtain it because they are unable 
immediately to satisfy the banks’ stipulations in regard 
to security. There is not now the same intimate relation- 
ship between banks and their farmer customers as 
existed in the days of private banking. In those days, 
banks appear to have been more prepared than now to 
give credit on those intangible, but reliable, forms of 
security, the personality and ability of the potential 
borrower. 

An attempt was made under Part II of the Agricul- 
tural Credits Act, 1928, to extend the availability of 
bank credit by giving facilities for the creation of “‘ fixed ”’ 
or “‘ floating ’’ charges on agricultural assets. This Act 
cannot, however, be said to have relieved the situation. 
Indeed, from the farmer’s point of view it has been a 
failure. The knowledge of the creation of an agricul- 
tural charge on a farmer’s assets tends to “dry up”’ 
his other sources of credit. Not only has the Act failed 
to help new borrowers, but many banks have used the 
charge to secure loans contracted prior to the passing of 
the Act. 

The amount of credit given by landlords is not 
determinable, but such credit usually takes the form of 
postponement of rent payments. Whatever advantages 
this form of credit may have, are confined to tenant 
farmers, while indebtedness to landlords gives the right 
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of distraint upon crops and stock of the denna and tends 
to diminish his power of borrowing elsewhere. 

Finally, the farmer is using hire purchase facilities 
to an increasing extent in order to obtain the credit 
necessary for his production. One thing is certain 
about the growth of hire purchase in agriculture. Under 
existing conditions and without satisfactory alternatives, 
it is inevitable. The simplicity of obtaining goods and 
stock under a hire purchase agreement, the secrecy of 
the transaction, and the uncertainty as to its cost were 
bound to make the system thrive when the alternative 
sources of credit were unable or unwilling to meet the 
demand. I do not wish to deal at length with many 
aspects of hire purchase. Recent speeches in the House 
of Commons on the Hire Purchase Bill, correspondence 
in the Press have revealed many undesirable features 
of this type of finance. The “snatch back,” and the 
difficult position in which the unwilling buyer of livestock 
may find himself when the cattle are the subject of hire 
purchase agreement, are two of these features. 

Another feature which is not generally realised is the 
high cost of the credit obtained under hire purchase as 
compared with the cost of bank credit. It may be 
argued that the higher cost of hire purchase is the natural 
result of the smaller security for such transactions as 
compared with the backing of a bank loan. I do not 
believe that this is wholly true. A hire purchase agree- 
ment bearing an apparent rate of interest of 7} per cent. 
is a form of credit not merely 50 per cent. more expensive 
than a bank loan bearing interest at 5 per cent. bee 
allowance is made for the fact that, although the 7} per 
cent. is charged on the whole loan, the actual amount of 
the loan outstanding diminishes with each monthly 
payment, it is found that on a per cent. per annum basis 
the 7} per cent. becomes a very much larger figure. It 
would probably be no exaggeration to say that the 
interest charge on credit under a large proportion of 
hire purchase agreements is three, four or five times as 
great as on a bank overdraft. 

This is only one aspect of cost. There is every reason 
to believe that many farmers whose credit requirements 
are urgent suffer also for their distress by paying more 
than the normal price for the livestock or whatever may 
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be bought under hire purchase. I cannot believe that 
these inflated charges represent the lowest gross interest 
which might be levied on business with farmers as a 
whole. Amongst merchants, farmers are looked upon as 
a ‘good risk,’’ and from the remarks made by Lord 
Wardingtom at the last annual general meeting of 
Lloyds Bank, bankers do not look upon agricultural loans 
as particularly risky business 

Considerations such as these have prompted the 
National Farmers’ Union to set up a special committee 
to investigate the possibility of devising means of 
regularising the agricultural credit position. In a satis- 
factory credit sy stem for agriculture three main conditions 
are required. Money should be made available to all 
credit-worthy farmers as cheaply as is possible under 
existing monetary conditions. The farmers’ existing 
channels of trading (with merchants, auctioneers, etc.), 
should be disturbed as little as possible. On the other 
hand, the farmer should not be limited in his freedom 
to buy his requirements and to sell his produce where and 
when he considers it to be to his best advantage. A 
fourth condition might be added. It is very desirable 
that the borrower should know exactly what he is paying 
for the credit he is getting. Not only should the loans 
bear a rate of interest which is readily ascertainable but 
the borrower should be protected against the imposition 
of hidden charges in the form, say, ‘of inflated prices for 
the goods he has purchased. 

The Union has endeavoured to formulate a scheme 
which would satisfy these conditions as far as possible. 
It is premature and undesirable to indicate in any detail 
the lines on which it is proposed to work, since these 
details might be subject to drastic modifications during 
the operation of the scheme. Nevertheless, a scheme is in 
embryo, and after numerous consultations with repre- 
sentatives of many organisations, agricultural, financial 
and commercial, a fair measure of agreement has been 
obtained on the general principles. 

The core of the scheme would be the establishment 
of a central finance corporation to act as an intermediary 
between the banks and the farming community. It is 
intended that this corporation should operate on a 
non-profit making basis, as is the case of the Agricultural 
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Mortgage Corporation. The Directors of the Agricultural 
Mortgage Corporation have indeed expressed their willing- 
ness to co-operate in the setting up of such a body on the 
condition that the Government were willing to give a 
full guarantee for principal and interest of the Preference 
Shares of the proposed corporation, and on the under- 
standing that the Ministry of Agriculture would give its 
general approval to the scheme. Despite suggestions to 
the contrary, it is intended that this guarantee should 
be the limit of the Government’s practical interest in the 
project. Further, the desire for this backing is not 
prompted by misgivings as to the probable profitability of 
the operations of the Corporation, or as to its ultimate 
financial stability, but because it is considered that such 
backing would give a new Corporation an additional 
usefulness. This function needs a word of explanation. 
In its investigation of the short-term credit position the 
N.F.U. has not lost sight of the fact that all is not as it 
should be in the sphere of long-term agricultural credit. 
As was mentioned above, the Agricultural Mortgage 
Corporation has a large amount of surplus funds. Until 
these funds are absorbed the usefulness of the Corporation 
must be impeded. On the other hand, preference shares 
of a new Corporation, which were a direct obligation of the 
British Government, would form a suitable security in 
which to invest surplus funds of the Agricultural Mortgage 
Corporation. 

In its endeavours to deal with the question of credit, 
the Union’s Credits Committee has met with many 
difficulties, some arising from the natural complexity of 
the problem, and others from the negotiations with 
interested organisations. Despite these difficulties, there 
remains, however, the conviction that there is very great 
need for the attraction of an increased quantity of capital 
into agriculture and for the improvement of the credit 
facilities offered to the industry. Indeed, some of these 
difficulties have strengthened the conviction that the 
development of a Scheme such as that contemplated by 
the Committee would do much to assist farmers to 
obtain extra working capital so essential to their pro- 
duction. In putting forward the Scheme the Union has 
no desire to interfere with or replace existing sources of 
agricultural credit or channels of trade where these are 
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satisfactory. Nor does the Union intend to proceed 
without frequent consultations with competent authorities 
on all matters related to credit and finance. 





Pension Warrants—Concluded 
By a Correspondent 


T is an interesting and amusing thing to consider a 

| case tried in the King’s Bench or Chancery Division 

of the High Court, to decide how far the decision 
given is right or wrong and to speculate on the chances 
of confirmation or reversal if the case should be taken to 
a higher Court. 

Gowers and Others v. Lloyds and National Provincial 
Foreign Bank, Ltd. was decided nearly a year ago by Mr. 
Justice Lawrence in favour of the bank, and was dealt with 
in The Banker for June, 1937. Without recapitulating the 
facts, it may perhaps be said that the action was brought 
by the Crown Agents against the bank to recover a sum 
of £3,500 paid by the Crown Agents on pension warrants 
collected by the bank, the warrants having been forged. 

The three points of the Crown Agents’ claim may again 
be set out : 

(a) that the bank indemnified the Crown Agents in 
respect of loss or damage arising from the payment of the 
warrants ; 

(b) that the bank warranted to the Crown Agents 
that at the time the warrants were forwarded for 
payment the pensioner was still alive and that the bank 
were authorised to collect on his behalf ; 

(c) that the sums in question were paid over by the 
Crown Agents to the bank upon terms and in consideration 
that the bank would in turn pay over to the pensioner 
or his order; that as the pensioner was dead, there was 
no liability on the part of the Crown Agents and the 
money could not be so paid over; that the bank was 
thus liable to the Crown Agents for money had and 
received to their use or paid under mistake of fact. 

Lawrence, J. had had no difficulty in disposing of the 
first two points of the claim and the Court of Appeal 
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found it’ easy to support him. In his judgment, the 
Master of the Rolls referred to the general rule that where 
a person purporting to act as agent made a contract or 
invited the doing of an act, then, if he turned out not to 
have the authority of the principal for whom he purported 
to act, he was liable in damages on the footing of an 
implied contract under which he had given a warranty 
of authority. He pointed out, however, that where the 
circumstances were such as to negative the existence of 
any such warranty, the principle did not apply, and he 
proceeded to show, by reference to the instrument in 
the case, that such warranty was not in fact given. If 
the argument for the appellants was accepted, he said, 
it would largely destroy the efficiency of the machinery 
provided, as the collecting banker would be compelled 
at his peril to ascertain the very matters with which 
the certificate dealt, and it would put the bank under 
the same lability as if the manager of the bank had 
signed the document (as under the document he was 
invited to do). 

On the remaining point of the claim, that the money 
had been paid under mistake of fact, the Court was 
more expansive than Lawrence, J. had been. In our 
earlier comment on this case, we wondered whether the 
bank had in fact paid its principal, in which event only 
would it have had a defence to the Crown Agents’ claim. 
It will be remembered that the bank intended to act for 
the pensioner and that in fact it did not do so, for he 
was dead. Could it be argued, therefore, that it had 
acted for a principal and had paid him? Again the 
Master of the Rolls experienced no difficulty in deciding 
in favour of the bank. It is true, he indicated, that the 
bank thought it was acting for the pensioner, but in fact 
it was not, but, on the contrary, for someone it was 
under the impression was the pensioner, who was 
nevertheless its principal. The mistake as to the principal’s 
identity was immaterial. 

Scott and Mackinnon, L. JJ. concurred and permission 
to take the case to the House of Lords was refused on the 
ground that it did not raise a question of such diffi- 
culty or importance as would warrant troubling that 
House. 

Presumably it is now established that where a banker 
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receives and acts on instructions purporting to come 
from someone who in fact does not give them, the actual 
sender is, nevertheless, his principal, and if the trans- 
action consists of the receipt of money and its payment 
over to the person who sends the instructions—the 
banker has a complete defence to an action for the 
recovery of the money as having been paid under mistake 
of fact, even though that person has no right to the 
money. 

Bankers should be glad of the decision, though they 
should not be content to rest on their laurels, as it were. 
As was mentioned in our earlier reference to this case, 
it is of great convenience to government departments 
that banks should be willing to act as the media between 
those departments and their pensioners, and _ their 
complete freedom from liability should be admitted and 
placed beyond doubt, except where they expressly 
accept it by themselves completing the certificate on the 
warrants. The responsibility must lie ultimately with 
the paying agents, this being the only basis on which 
the work can reasonably be undertaken. Government 
departments are probably incapable of giving an in- 
demnity, and it is doubtful if a gentleman’s agreement 
would be effective if a law officer of the Crown felt it 
his duty to take action in circumstances in which he 
thought the law was on his side. The remedy would, 
therefore, seem to lie in an express disavowal of liability 
by the banks in cases where they were not themselves 
giving the certificate of life, identity and signature of 
the pensioner; of their pronouncement that they forward 
the warrants without responsibility of any kind, and, 
similarly, dispose of the proceeds, when received, without 
any responsibility for its rightful disposition. 


Appointments and Retirements 


sarclays Bank 
Mr. Lawrence Emlyn Douglas Bevan, a Local Director 
at Barclays Bank, Limited, 54, Lombard Street, and the 
Right Hon. Lord Cornwallis, M.C., a Local Director at 
Canterbury, have been elected Directors of the Bank. 
Ez 
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Commercial Bank of Australia 

Mr. J. L. Webb has been re-elected chairman of 
Directors of the Commercial Bank of Australia, Limited, 
for the year 1938. 


Lloyds Bank 


Mr. H. Fewings has retired from the position of 
Manager of Lloyds Bank, Limited, Leominster, after 43 
years of service with the Bank. Mr. Fewings was born 
in 1878 and educated at Kingston Grammar School. He 
entered Lloyds Bank at Monmouth in 1895. He was 
appointed Manager at Ottery St. Mary in 1913, and at 
Connah’s Quay in 1917. He became Manager at 
Leominster in 1925. Mr. Fewings is Treasurer of various 
Local Societies. 

Mr. R. T. Richards has retired from the position of 
Manager of Lloyds Bank, Limited, Cardiff, after 49 years 
of banking service. Mr. Richards was born in 1873. He 
entered the County of Gloucester Bank at Cardiff in 1889. 
This was later amalgamated with Lloyds Bank, and 
Mr. Richards was appointed Sub-Manager at Cardiff in 
1906. He became Manager in 1913. He is a Fellow of 
the Institute of Bankers, and is Treasurer of the Cardiff 
Rural District Council, Central Welsh Board, South 
Wales Institute of Engineers and several other local 
societies. 

Westminster Bank 

The retirement is announced of Mr. Frederick Mytton, 
the Secretary of the Bank, after 47 years’ active service. 
Mr. Mytton entered the London and Westminster Bank 
at its West End Office in 1890 and remained there as a 
Teller until his transfer to Bloomsbury Branch in 1897. 
On New Year’s Day of the following year he was called 
to the Secretary’s Office where he has served the Bank for 
no less than forty years, in the capacity of Assistant 
Secretary from May, 1918, then as Secretary from the 
beginning of 1920. Thus he has steered the course of 
high office through successive amalgamations and through 
the troubled period of the Great War, and he retires to 
leisure held in great honour. 

His successor as Secretary is Mr. J. H. Arnold, who 
since 1930 has acted as the Bank’s Assistant Secretary. 
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American Banking 


By a Correspondent 


HERE were no important changes in the business 
| situation in the United States in February. 
Industry, as a whole, continued at the depressed 
level to which it had been reduced by the beginning of 
the year, while retail trade showed a further contraction, 
as the effects of the reduced industrial employment began 
to be felt more sharply. Further progress has been made 
in reducing inventories, but the attitude of business men 
continues to be very cautious. The situation is well 
summed up by the National City Bank in the following 
observation :— 

“Optimists can take satisfaction that the decline in 
industrial activity has finally flattened out, after five 
months of headlong drop, and that staple prices in general 
continue to hold their ground. However, stability on a 
level one-third below that of last August, and about 35 
to 40 per cent. below the calculated normal volume of 
business activity, is not a welcome state of affairs, unless 
it becomes a foundation for recovery. Whether this will 
prove to be the case remains, of course, to be seen.” 

Throughout the country there is still a very general 
disposition to await some forceful action by the Federal 
authorities to break up the spiral of deflation. So far, 
however, there has been no convincing sign that 
Washington has any plan of its own or that the authori- 
ties are willing to follow any of the suggestions that 
have been made by business and financial leaders. A 
paralysis, in striking contrast to the intense and often 
dubious activity which formerly characterised the 
Roosevelt Administration, seems to have gripped the 
government. There has not even been any clarification 
of the Administration’s attitude toward business men 
and the “‘ profit system ’’ and the elementary tax reforms 
which were being advocated on all sides six months or 
more ago are still in abeyance. Congress has been 
in session almost uninterruptedly for six months and in 
all that period can show nothing accomplished to improve 
the business situation, save some recent housing legisla- 
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tion of very doubtful value, as far as any prompt stimulus 
to recovery is concerned. 

In the meantime there have been some further 
monetary gestures and a statement by the President 
declaring that a “‘ balance ’”’ of commodity prices was the 
immediate goal of his administration. As far as it went 
the President’s statement on prices, which was issued on 
February 18, was favourably received. It seemed to 
indicate some advance in economic understanding over 
previous administration discussions of prices, which have, 
in general, dealt with such simple ideas as that “ prices ”’ 
were “too low,” or, as in the case of last Spring’s ill- 
omened blast from the White House, “too high.” In 
connection with his statement the President declared 
that he had ruled out inflation and further dollar de- 
valuation as methods whereby he would seek to influence 
the desired readjustment of prices. He did not, however, 
indicate that he had any other methods in mind. 

The other principal government action of the past 
month bearing upon the general economic situation was 
the announcement by the Treasury of another modifi- 
cation in its gold policy. Since December, 1936, all 
receipts of gold, whether imports, releases of metal 
previously earmarked for foreign account, or takings of 
newly-mined or scrap gold, were “sterilised”’ in an 
inactive fund so as to prevent them from resulting in an 
expansion of domestic bank reserves. This was accom- 
plished by Treasury sales of government securities in 
amounts equal to the gold receipts. Under the newly- 
announced policy gold will be “ sterilised” only to the 
extent that receipts in any three-month period exceed 
$100 millions. With gold receipts currently running 
much below this level the programme amounted, for 
practical purposes, to a cessation of sterilisation. 

This action, it seems apparent, is an oblique concession 
to the criticism that has been made in some business and 
financial circles to the effect that the raising of bank 
reserve requirements between July, 1936 and May, 1937, 
was a factor in bringing on the recession. The practical 
effects of the move seem likely to be of little consequence, 
but their tendency will be to increase the excess reserves 
of the banks. While thus providing that new receipts of 
gold shall go directly into the banking system in the form 
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of increased commercial bank reserves, the Treasury, it 
has become apparent, has also adopted a policy of meeting 
gold losses out of the existing inactive gold fund. Losses 
of gold to foreign funds still take place through the 
stabilisation account, but that account is immediately 
reimbursed out of the Treasury’s store of “ sterilised ”’ 
zold. 
’ The result is that our managed gold standard has now 
achieved the fascinating condition that all gold move- 
ments, whether gains or losses, result in additions to the 
banking reserves of the country. A loss of gold through 
exports, for example, such as may well occur before long, 
would have a distinctly easy-money effect. 

Continued deflation has been the rule in bank credit. 
There has been a further falling off in business loans, 
although the rate of decline appears to be slackening, 
and a substantial additional shrinkage of stock market 
loans. The following table shows the position of the 
reporting member banks of the Federal Reserve System 
in 101 leading cities, near the end of February, compared 
with a month and a year before :— 


(In millions of dollars) 
Increase or decrease 


since 
Feb. 23, Jan. 26, Feb. 24, 
1935 1938 1937 
Demand deposits adjusted .. ua 14,576 - 7% — 1,062 
Deposits of foreign banks 7" me 375 - 50 — 4! 
Total loans and investments .. ne 21,167 -108 —1,508 
Commercial, industrial and agricultural 
loans .. ae a a id 4,378 —- 17 * 
Loans to brokers and dealers in 
securities - as a - 731 — 75 — 529 
U.S. Government’s direct and indirect 9,297 — 18 —1,006 
Other securities as ae a 2,974 + 52 — 344 
Reserves an , ; 5,673 — 62 + 382 


* Comparison not available. 


Member banks as a whole have continued to hold 
substantial amounts of excess reserves, especially in view 
of a general shrinkage of deposits. The total excess over 
requirements has averaged about $1,400 millions and the 
New York City banks hold about $500 millions. In the 
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light of this condition and the absence of any demand for 
commercial loans there has been a further considerable 
rise in quotations of government securities. Average 
yields are now lower than they have been since early in 
March, 1937, when the big break in the government 
market was just beginning. The average yield on 
bonds of more than eight years maturity was 2-42 per 
cent. near the end of February, which compares with the 
lowest record in recent years of 2:22 per cent. in 
December, 1936, and the recent high level of 2-78 per 
cent. in April of last year. 

Senator Carter Glass of Virginia, who sponsored the 
Banking Acts of 1933 and 1935 has brought forward a 
new reform measure directed at bank holding companies. 
A preliminary study of the bill seems to indicate that it 
may have effects considerably beyond its ostensible 
purpose. It does not put a “death sentence”’ upon 
banking groups, as the Senator at first promised, but it 
establishes discriminatory restrictions upon banks which 
are controlled by holding companies and it defines control 
as meaning, among other things, the ownership of I0 
per cent. of the stock of the bank involved. A curious 
result of this situation, if it stands, would be that the 
National City Bank of New York would be regarded 
under the law as “‘controlled’’ by the Transamerica 
Corporation, the holding company of the California 
banker, A. P. Giannini, because Transamerica owns 
about 10% per cent. of the National City’s stock. Asa 
bank controlled by a holding company the National City 
would be forbidden to establish any more branches and 
would be subject to certain other restraints. It seems 
hardly likely, however, that the bill will go through in 
this form. In fact the opinion in Washington seems to 
be that it will not be enacted at the current session of 
Congress. 

In its present stage the proposed legislation is chiefly 
interesting as holding out the prospect of further banking 
reform for, once a bill of this character is introduced, it 
is impossible to tell in what form and with what previously 
unsuspected ramifications it may finally emerge. 
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French Banking 


By M. Mitzakis 


‘T= month of March was characterised in France by 
an aggravation of the economic and political crisis. 
The second Government of M. Chautemps, con- 
fronted with incessant obstruction by the extremist 
parties in the sphere of social legislation, felt compelled 
to ask Parliament to grant them full powers from 
March 8. The leaders of the Socialist party, remembering 
that eight months ago a similar request had been refused 
to them, declared on March g that they would vote 
against the granting of such powers to M. Chautemps. 
On the following day M. Chautemps, having read to the 
Chamber his statement regarding the motives for his 
decision, proceeded to hand in his resignation to the 
President of the Republic. Not having been defeated by 
an adverse vote, M. Chautemps was requested to form 
another Cabinet, but declined in favour of M. Blum, 
the leader of the majority that opposed the granting of 
the special powers. A second Popular Front Government 
was formed. 

This grave internal political crisis occurred on the eve 
of the startling events in Austria; it was bound to affect 
the foreign exchange market, where the franc underwent 
another heavy fall, reaching 167 francs to the pound on 
March 16 in spite of resistance by the authorities. 


Pound 
Official Paris Rate Sterling Dollar 
1937: 
Highest... oe ts os es .. 150°4I 30°36 
Average for year .. ‘e = a +» E2g*44 25°%4 
Lowest ae si i - ie .. 105°OI 21°39 
1935 : 
January monthly average us te -. 149°57 29°92 
February " . ee .. 1§2°40 30°48 
March I .. a oF ne os .. 53°32 30°53 
‘a at a acs as .. 54°70 30°56 
- & 155°77. 31-10 
es ee wi os eS a» 27°60 3r°33 
Os. : a rie a _. SOR 35-97 
| ae _ 2 a a .» FSz7*02 31°50 


Mi +s «x we ceo. ee Se eee 








60 THE BANKER 
This sudden tension was not accompanied by a rise 
in interest rates, which on March 15 were more or less the 
same as at the end of February. The following table 
compared the rates prevailing at the end of February 
with those at the end of January and at the end of 
December :— 
End of End of End of 
Dec.,  Jan., Feb., 
1937 1938 1938 


ay 
/0 (a) /o 

Banque de France rediscount rate 3 3 3 
Market rate of discount 34 34 34 
Day-to-Day money 2} 23 2? 
Loans on Bons de la Défense Nationale :— 

Market rate for one month 25 248 24% 

Market rate for 3 months 34 34 3} 
Rates on loans on securities :— 

On the Parquet es _ bs 33 4? 4} 

On the Coulisse a bi ia 7t 8} 8} 


The return of the Bank of France dated March 3 and 
published on March ro shows a further increase of 
Government advances by Frs. 800 millions, leading to 
an increase of the note circulation to more than Frs. 94 
milliards. The total of Government advances reached 
Frs. 32,703 millions, and this figure increased during the 
week ended March to to the extent of Frs. 1 milliard. 
These advances became so large that they could not be 
offset by the theoretical profit on the revaluation of the 
gold reserve on the basis of 165 to the pound. On that 
basis the profit would be only about Frs. 25 milliards. 
Even on the basis of a rate of 170, the profit would be 
only Frs. 28 milliards. 

It is worth recording that the second revaluation of 
the gold reserve, which took place on October 2, 1936 
(the first revaluation was on June 25, 1928) reduced the 
Poincaré franc to 49 milligrammes of gold and produced 
a profit of Frs. 17 milliards. Of this, Frs. 7 milliards was 
allocated to the Treasury and Frs. 1o milliards was trans- 
ferred to the Stabilisation Fund. The third revaluation, 
which took place in August 1937, reducing the franc to 
its lower legal limit of 43 milligrammes of gold, enabled 
the Government to allocate Frs. 7 milliards to the fund 
for the support of rentes. At the same time the gold 
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reserve, which was 80 per cent. at the end of 1934 and 
72 per cent. at the end of 1935, declined to 48 per cent. ; 
while at the end of 1935 there were no provisional 
Government advances, at present their amount is 
approaching Frs. 0-33 milliards. These facts give an 
idea of the result of the monetary policy pursued during 
the last two years by Governments pursuing an inflation- 
ary policy, deliberately or otherwise, led or dominated 
by the majority of the Popular Front. 
End of End of 
Dec., = Jan., Mar. 3 
1937 1938 1938 





ASSETS (Millions of Francs) 
Gold Reserve sa - - - 58,932 58,933 55,806 
Foreign Exchange reserve (total) sx 895 850 824 
Discounts (total) .. an Bc cls 10,351 12,527 11,323 
Advances on securities .. - is 3,781 3,824 3,852 
Advances up to 30 days .. - én 675 924 ~=1,116 
Bonds of the Caisse Autonome .. - 5,580 5,580 5,575 
Provisional advances to the Treasury— 
3,200 3,200 3,200 
(a) Regularisation of previous advances 12,088 12,084 12,084 
(6) New advances (agreement of June 
18, 1936) ae ne a 10,000 10,000 10,000 
New advances (agreement of June 
30, 3037) .. as ha Sr 9,820 9,820 9,820 


LIABILITIES 


Note circulation .. ee = ‘es 93,826 92,255 94,220 
Current and deposit accounts (total) 
of which— 22,786 26,409 21,447 
Treasury ‘i ie a“ as 807 182 44 
Caisse Autonome id ne on 2,409 2,506 2,103 
Private Accounts “a ie - 18,279 23,52I 19,235 
Total of sight liabilities .. = a 116,623 118,664 115,668 
Percentage of gold cover - ae 50°53% 49°66% 48-25% 


The problem of the urgent requirements of the 
Treasury, which overshadows even the problem of the 
exchange, will, owing to the cost of national defence, 
inevitably necessitate a further Government advance, 
raising the amount to the authorised maximum of 
Frs. 37+7 milliards. 

One of the concrete achievements of the late Govern- 
ment and its Finance Minister, M. Marchandeau, was 
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the establishment of an autonomous fund for national 
defence under the law passed on March 6. The arrange- 
ment was made for two years dating from January 1, 
1938. The special fund will be authorised to obtain 
advances and to issue loans to cover expenditure on 
national defence. The interest service will be secured 
by revenues which will be specially earmarked in their 
favour, by the revenues obtained from the employment 
of its assets, or by a fixed charge on the budget. The 
issue of the first loan of the special fund, to the amount 
of Frs. 10 milliards, was suspended owing to the resigna- 
tion of the Government. In the course of the current 
year the Treasury has paid Frs. 3,152 milliards for 
national defence, compared with Frs. 1,792 millions 
during the corresponding period of 1937. In the course 
of the whole year it will have to spend more than Frs. 15 
milliards which will have to be covered by means of loans. 
Although the new special fund will provide subscribers 
with safeguards regarding the employment of the pro- 
ceeds of the loan, it will not enjoy the confidence of the 
investors unless the latter are satisfied about the Govern- 
ment’s efforts to put the situation on a sound basis. In 
the meantime a short-term loan was issued on March 10 
on account of the fund for war pensions, paying interest 
at 3 per cent. for three months’ bonds and 34 per cent. 
for one year’s bonds. 

In conclusion, no matter what Government has the 
task of solving the financial problems of France in the 
course of the next year, the requirements of national 
defence will necessitate a policy of economy. Any 
danger of nationalisation or exchange restrictions would 
prevent the return of even part of the Frs. 50 milliards of 
capital transferred abroad. The repatriation of a large 
part of this amount would be assured if the destructive 
class war atmosphere could be replaced by a spirit of 
solidarity. These repatriations would bring about a trade 
recovery, which again would powerfully assist the 
Treasury, would facilitate its loan operations and would 
remove the spectre of further devaluations. 
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The State Bank of the U.S.S.R. 
By Louis Segal, M.A., Ph.D.(Econ.), Dr. Phil. 


T the First Session of the Supreme Soviet of the 
A U.S.S.R., in January of this year, it was decided 
to make the State Bank an organisation sub- 
ordinated directly to the Council of People’s Commissars. 
By this decision the State Bank of the U.S.S.R. no longer 
forms part of the Commissariat for Finance, but will be 
under the direct control of the Council. This change 
became necessary as a result of the considerable extension 
of the State Bank’s activities, which are at present 
unequalled by any other banking institution in the 
world. 

The State Bank is the principal financing institution 
in the Soviet Union. It is the nerve centre of the State, 
facilitating the proper functioning of economic organisa- 
tions, aiding production and circulation of commodities. 
There are more than 3,000 branches of the Bank 
throughout the U.S.S.R., and they list among their 
clients the cities and towns, with their enterprises, every 
plant, factory and mine in the country, 240,000 collective 
iarms, more than 5,000 State farms and several thousand 
machine-tractor stations, 300,000 trading enterprises, 
every transport organisation and many other organisa- 
tions and institutions in the Soviet Union. 

The scope of operations of the State Bank of the 
U.S.S.R. can be gauged from the fact that in 1936 its 
total transactions reached the enormous figure of 
2,115,800 million roubles, a thirteenfold increase as 
compared with 1928-29, the first year of the first 
Five-Year Plan. 

The remarkable feature of the work of the State 
Bank is that, notwithstanding its immensity, all transac- 
tions are conducted on the basis of a unified State credits 
plan. The Bank grants credits to industrial enterprises 
for current production needs, thus stimulating production. 
Collective farms are enabled to purchase fertilisers and 
to carry on construction with the aid of bank credits. 
The flow of raw materials and supplies to factories, the 
great stream of commodities coming from industry and 
agriculture into the channels of trade, the purchase of 
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crops—all these operations are financed by the State 
Bank. 

Hundreds of millions of tons of freight are carried 
by the railways, waterways and airlines of the Soviet 
Union. These large streams of goods which supply 
towns and villages with manufactured goods and food- 
stufis, and plants and factories with the necessary raw 
materials and fuel, are financed on a credit basis by the 
State Bank. 

The manner in which plans are fulfilled, the movement 
of commodities and the financial situation all find 
reflection in the work of the State Bank. In this sense 
the Bank is the most sensitive control apparatus in the 
national economy. This financial control is an economic 
means by which the State aids in the work of the various 
industrial, agricultural, transport and other organisations, 
at the same time keeping a check of their activities. 

The State Bank is the only short-term credit institu- 
tion in the Soviet Union. It supplies credit to various 
organisations only for definite objects, and on conditions 
of refund at stated dates. By this means it is assured 
that the Bank’s resources are utilised for purposes 
specified by the various State plans. 

Plants, factories and central administrations of all 
branches of the national economy are receiving State 
Bank credits for the purchase of seasonal stocks of raw 
materials, supplies and fuel. They obtain credit for 
various production needs for the fulfilment of their 
programmes. Each credit transaction of the State 
Bank is intended to stimulate the fulfilment of plans, to 
increase the output of products, and to assist in the 
exchange of commodities. 

State credit thus helps the development of the 
country and serves the people. The following figures 
showing the growth in the credit operations of the State 
Bank from 1933 to 1936 reveal the continuous expansion 
of the financial operations of the Bank :— 





Year Million Roubles 
1933 -- - oa si, ..  IOI,000 
1934... be 7 it .. 139,000 
1935 -- ies a ec, .. 230,000 


1936... 24 ihe me .. 284,000 








oe 
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As a result of the general economic expansion of the 
country the Bank has constantly to extend its credit 
advances to the various industrial and business under- 
takings, while at the same time it is receiving a greater 
influx of resources. 

In spite of the huge increase in the credit operations 
of the State Bank there has taken place a considerable 
strengthening of Soviet currency. This is evident not 
only from the volume of currency in circulation, which 
remains strictly limited, but even more so from the 
decline in commodity prices which has taken place in the 
last five years. 

The State Bank was established more than twenty 
years ago, on December 28, 1917, by a decree published 
by the Soviet Government which nationalised the existing 
banks. In the hands of the Soviet Government the 
functions and significance of the State Bank have radically 
changed. The réle and activity of the Bank in national 
construction has grown in importance irom year to year, 
while its transactions have increased at a fast rate. 

In 1922 the entire network of the State Bank con- 
sisted of five branches, by 1924 the number of branches 
increased to 303, and by January 1 of this year there 
were more than 3,000 offices and branches of the Bank 
throughout the country. 

The Bank was granted the right to issue bank notes 
(chervontzy) on November 11, 1924. By means of the 
issue of these bank notes the currency system of the 
Soviet Union was fundamentally reorganised. The issue 
of bank notes steadily increased from January I, 1925, 
when 596 million roubles of bank notes were transferred 
to the head office; by April 1, 1936, the figure reached 
5,934 million roubles. The firm cover of the issues was 
maintained practically during the whole period at a 
higher level than the 25 per cent. of the value of the 
issue fixed by law. As an issue bank its main functions 
are to maintain the stability of the chervonetz and to 
provide Soviet importing organisations with such foreign 
currency as they require. It became necessary, there- 
fore, for the Bank to accumulate a reserve of bullion and 
currency, because the issue had to be covered by not 
less than a quarter of its value in bullion and stable 
foreign currency. The remaining three-quarters was 
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covered by short-term bills and easily realisable goods 
or documents. 

The Soviet credit system rests on the solid foundations 
of the productive system of the country. State Bank 
credit stimulates and encourages national economy 
and strengthens the economic foundations of the U.S.S.R. 
As a result of the Soviet system of planned economy the 
assets which secure the credit advances cannot lose their 
value with time. The State budget is invariably 
balanced, there is not only a favourable balance of 
trade, but a favourable balance of payments, gold 
production in the country is constantly expanding and 
the gold deposits, which for some are the determining 
factor of currency stability, are increasing in the vaults 
of the State Bank. 

The stability of Soviet currency is, however, secured 
principally by the vast quantities of commodities in the 
hands of the State and put into circulation at stable 
prices. The growing well-being of the entire population 
guarantees a consistent demand for these commodities. 
The improvement in the standard of living forms thus 
the best security for Soviet currency stability. The 
wages of workers and employees rose from 3,800 million 
roubles in 1924~—25 to 82,000 million roubles in 1937. A 
proportionate increase has taken place in the earnings 
of the agricultural population. Tens of millions of 
formerly poor, landless peasants, with a very low pur- 
chasing capacity, have now become well-to-do and large 
consumers of purchased commodities. 

In its activities to stimulate trade, the State Bank 
renders valuable services to national economy, assists 
in raising the standard of living, and helps to secure the 
stability of currency. 

From 1928 to 1937 the retail trade increased more 
than tenfold—from 12,000 million roubles to 125,000 
millions. These figures do not include the sales on 
collective farm markets. In the successful accomplish- 
ment of the tasks facing national economy of the U.S.S.R., 
the State Bank, as can be seen, plays an important part, 
and further improvement and extension of its work is 
anticipated under the new control. 
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The Status of Canadian Banking 
By E. B. Roberts 


URING the past year Canadian banking has 
D shared moderately in the upswing of general 

business, but its theoretical or technical aspects 
were disturbed by a doubt as to the legal status of 
banking, or, at least, of uncertainty as to the legislative 
authority, whether Dominion or Provincial, under which 
charters in future may be issued. The doubt is still 
undissolved and is causing much uneasiness far beyond 
banking circles. 

In some way the position in Canada resembles the 
position which existed in England a hundred years ago, 
when, after the incorporation of the first joint-stock 
banks under the Act of 1833, the embittered battle on 
their legal status began with the Bank of England and 
the private banks. Yet how amply was British banking 
enriched by that early episode ! 

The present Canadian doubts arise from the “ experi- 
ment ”’ in Social Credit, which has been carried out during 
the past two years in Alberta. The President of the 
Imperial Bank—which owns 21 of the 197 bank branches 
in that area—has stated that “‘ the provincial finances 
are bedevilled by Social Credit policies largely directed 
by theorists from England.” As it happens, the impelling 
cause of any such experiment there is typically Western 
Canadian. It is simply reckless over-spending in “‘ boom ”’ 
years by 800,000 people of mixed racial origins, who 
occupy the 250,000 square miles of grazing uplands and 
Rocky Mountains slopes. The result of this profligacy is 
that they now have a provincial public debt of $400 
millions, but with $80 millions in so-called purchasing 
power. With a local Premier of at least somewhat 
visionary outlook, a scheme of Social Credit, much 
garbled by farmer-legislators from the “ bookish theorick”’ 
of an English author, was taken up as a panacea of 
governmental policy. It was defined as a means of 
putting to immediate cash use the vast prospective but 
as yet unrevealed wealth of mineral and other natural 
resources which by Canadian law belong exclusively to 
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the province. Expressed in popular language, it became 
a plan to abolish public debt at a stroke and “ to give 
everybody $25 a month pocket money.’”’ That was 
Alberta’s very sociable base of Social Credit ; it’s supple- 
ment to Adam Smith’s outworn “ Wealth of Nations.” 

Naturally, the chartered banks were chary about 
supporting such a chimerical idea. Therefore, when they 
declined to accept the “‘script’’ money that was once 
actually put into circulation, they were accused of 
obstructing the “‘ will of the people’’ and became the 
object of government attack as the “ capitalistic tools ”’ 
of Eastern Canadians. 

In August last a bill was rushed through a four-day 
session of the Alberta Legislature, declaring the banks 
to be subject solely to special provincial laws, and 
requiring them corporately, as well as through all their 
executive employees, to operate under license. Licenses 
were to be renewable yearly at “‘ not more than one 
thousand times the fee last paid.”” Their issue was to 
be in the hands of a local directorate, “‘ the number of 
which shall be in the absolute discretion of the Social 
Credit Board.’’ Without a licence no banker was to be 
“capable of commencing or maintaining any action or 
any other proceeding in any court of the province in 


respect of any claim in law or in equity.” The new 
central Bank of Canada was excepted from the licensing 
proposals. 


An appeal was made on behalf of the banks concerned 
to the Dominion Government at Ottawa, and in conse- 
quence the Albertan provincial legislation was eventually 
“ disallowed ’’ by the Dominion Government under a 
provision of the British North America Act of 1867. 
This provision, in the language of the Minister of Justice, 
conferred on the central Canadian Parliament ‘‘ exclusive 
and paramount powers”’ to deal with the monetary 
system of the Dominion. The Alberta Premier and his 
executive countered by declining to admit the power of 
disallowance, and in December the matter was referred 
to the Supreme Court of Canada for judgment. Inci- 
dentally, appeal from any decision that court might 
render lies to the Privy Council at Westminster. 

That, briefly, has been the atmosphere in which all 
banking has been conducted for the past half-year. 
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First treated as a joke, the very authority under which 
the chartered banks may henceforth carry on business 
has now been called into question. Should the eventual 
decision uphold the attitude of the Albertan Govern- 
ment, it will affect the status of banking in all of the 
other eight provinces. Already there is talk that in such 
case a new Dominion-wide enactment may be requisite 
to clarify the legal situation. Such a consummation, 
however, would not be too easy to attain, for it would 
raise the question of “ provincial rights,’’ and would 
involve the active challenging of the central Govern- 
ment’s powers under the terms of the British North 
America Act. These controversies have already arisen 
on other issues, notably in Quebec and the Maritime 
(Atlantic) provinces. 

In a strict business sense 1937 was a satisfactory year 
for Canada’s banks. Any changes in the weekly returns 
of the Bank of Canada were uneventful, and mostly due 
to the operation of statutory conditions. After what has 
been written above, the following definition of the method 
of operation of the Bank, given in Parliament by the 
Minister of Finance in reply to the Social Credit party 
leader is interesting: ‘‘ The Central Bank has no statu- 
tory powers to determine the specific purposes for which 
credit is used, and effective control of the distribution of 
credit as between various categories of use depends on 
the active co-operation of chartered banks and other 
private lending institutions, the stock exchanges, stock 
brokers and the public generally.” 

All chartered banks reported substantial gains in 
deposits, total assets, current loans and cash, with small 
advances in profits. The much discussed “ liquid posi- 
tion,” which for fifty years has been the main thesis of 
bank adv ertising, but which for the past three years has 
been reported in THE BANKER to have caused some 
embarrassment to managers, has tended to become more 
embarrassing. The banks are now, frankly alluding to 
some of the undesirable features of this extreme liquidity, 
in their statements both to shareholders and public. 

‘A reflection of present conditions in Canada rather 
than of deliberate policy,” is the statement of the Royal 
Bank. At the 120th meeting of the Bank of Montreal, 
the Manager, Mr. Jackson Dodds, was even more out- 
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spoken. “ The ratio of the bank’s investments to deposits 
of 60 per cent. is much higher than we would like it to 
be; we would prefer to have a larger proportion of our 
funds out in loans for productive and business purposes. 
A commercial bank cannot afford to have idle 
money on its hands beyond the amount required to meet 
ordinary withdrawals and for cash reserve. 

A reason assigned by the general manager of the 
Canadian Bank of Commerce was that of the low interest 
rate now prevailing, and chiefly to Dominion Government 
policy in refunding maturities and raising new money 
cheaply. “‘ Private capital will not take the natural risk 
involved in constructive enterprise, but will remain on 
deposit with the banks or seek temporary employment 
in short-term high-grade securities. 

This trend of liquidity in bank funds (ratio of quick 
assets to public liabilities) for probably all banks is fairly 
represented in the following comparison for 1934 and 
1937 of four typical institutions :— 

Total assets Liquidity 


Year ($ millions) per cent. 
Bank of Montreal .. ai is 3oa4 759°0 72°0 
1937 829-6 79°5 
Royal Bank .. oh iid «= 2634 758:°0 56-0 
1937 $69°5 65°5 
Bank of Commerce .. = vs Sege 575°0 60-0 
1937 650°9 07°7 
The Imperial Bank .. is ss 3Q34 1360-0 58-0 
1937 159°6 67°5 


Burdensome taxation has again been a matter of 
complaint. One annual report declared that Dominion 
and provincial imposts, not counting municipal taxes, 
represented 27 per cent. of net profits and over 32 per 
cent. of dividends. 

Current loan transactions for all banks showed an 
advance over 1936 of about $75 millions, but that was 
not considered commensurate with the growth of general 
business volume and rise in commodity prices in the 
Dominion. The failure of loans to increase in proportion 
was due chiefly to the sharp contraction in the last two 
months of the year in stock exchange and other specula- 
tive activities. This is a direct reflection of the new 
slump in the United States which goes by the very 
euphemistic term of a “ recession.”’ At the opening of 
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1938 Canadian business, first in the pulp and paper 
industry, showed a marked slackening in sympathy with 
American trends. It is hardly likely to be reflected in 
banking records until the second quarter. The year-end 
combined assets of the ten chartered banks were $3,293 
millions, representing an insignificant decline below 
those at the end of 1936. 

Internal banking activities in 1937 did not deviate 
from the four-year trend. Projits, allocation to reserves, 
writings-off and dividends were virtually routine, the 
last-named working out at below 6 per cent. on invest- 
ment, subject to double liability. 

A note of personal interest to bankers was the retire- 
ment of Sir Joseph Flavelle, chairman of the board of 
the Bank of Commerce, who had been a director for 
41 years. He was chairman of the Imperial Munitions 
Board in Canada during 1917-18, succeeding the late 
Lord Rhondda. The Rt. Hon. Sir Thomas White, who 
was wartime Minister of Finance at Ottawa, was elected 
to the Chairmanship of the bank. 


International Banking Keview 


AUSTRIA 
4 @ absorption of Austria into the German Reich 


was followed by a number of measures affecting 

the Austrian monetary and banking system. It 
has been decided that the Austrian National Bank shall 
be absorbed by the Reichsbank. The latter will take over 
the National Bank’s staff. Austrian schillings will remain 
in circulation for the time being, and the exchange rate 
has been fixed at 1} schillings per reichsmark. Drastic 
exchange restrictions were adopted in place of the high 
degree of freedom in regard to international transfers 
before the change of régime. The National Bank’s gold 
stock and foreign exchange reserve, amounting to some 
£17 millions, is being taken over by the Reichsbank. It 
is understood that a substantial part of this gold and 
foreign exchange reserve is held in London. It remains 
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to be seen whether or not the British authorities will 
surrender these assets to the Reichsbank without awaiting 
a legal decision on the matter. Even though technically 
the ‘gold belongs to the National Bank, and the latter’s 
officials are in a position to dispose of it, the compulsory 
absorption of the National Bank into the Reichsbank 
raises compacaton legal points. There is also the possi- 
bility that such instructions as may be given about the 
gold and sterling balances would be given under duress. 
Moreover, according to the conception which is becoming 
generally adopted, the gold is not the property of the 
Central Bank a of the Gov ernment, and if this point of 
view is accepted it means that the British bondholders 
and other creditors of Austria are entitled to demand the 
retention of these assets as security for their claims. 

A few days before the dramatic events, the Creditan- 
stalt declared a dividend for the first time since 1929. 
It is proposed that 5 per cent. shall be distributed on the 
preference and ordinary shares and funding certificates. 
As is well known, the funding certificates and part of the 
shares were allotted to the foreign creditors of the bank in 
settlement of their short-term liabilities. While most of 
the shares have been repurchased by Austrian interests, the 
funding certificates are still held abroad and to a large 
extent by British banks. The declaration of a div idend 
was a welcome event also from a broader point of view, 
since it indicated that the le ading bank of Austria was 
once more in a position to work profitably. This fact is 
held to cast doubt on the propaganda argument that in 
its old form Austria was incapable of independent 
economic existence. 

HUNGARY 

Banking conditions have improved in Hungary also 
during the past year. Most banks showed an increased 
profit compared with 1936, and their deposits also showed 
noteworthy e xpi unsion. The banks refrained from declar- 
ing a dividend in order to strengthen their reserves. The 
Hungarian General Credit Bank pursued the same policy, 
notwithstanding the marked increase in its profits and 
reserves. It has made arrangements for the absorption 
of the Hungarian General Savings Bank. In connection 
with this transaction, an offer was made to the foreign 
standstill creditors of the latter bank for the payment of 
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42 per cent. in foreign currency in settlement of their 
claims. The Hungarian General Credit Bank itself also 
made an offer for the repayment of part of its standstill 
liabilities at the rate of 47 per cent. It is understood that 
the creditors have decided to accept the offer. 

The Austrian crisis produced a disturbing effect in 
Hungary, and led to withdrawals of deposits from all 
banks, but since deposits were paid out freely the uneasi- 
ness was eventually allayed. 


ITALY 


The three leading Italian banks, the Banca Com- 
merciale Italiana, the Credito Italiano and the Banco di 
Roma, have declared a dividend of 4 per cent. This is 
the first dividend since the general banking reconstruction 
carried out in Italy, in which these three banks were 
relieved of their frozen assets by the Institute of Industrial 
Reconstruction. The resumption of dividend is regarded 
as an indication that as a result of rearmament there is 
growing internal trade activity. 

The Finance Minister informed the Fascist Grand 
Council on March 15 that the gold reserve of the Bank of 
Italy, about which no information had been published 
since the end of 1936, was unchanged at about £42 millions. 
This was in accordance with Signor Mussolini's policy 
of maintaining a minimum amount of gold stock as a 
war chest irrespective of the foreign exchange difficulties. 


HOLLAND 


The strenuous efforts of the Dutch organisation re- 
ferred to in last month’s issue, which was established in 
order to prevent a further decline of long-term interest 
rates, resulted in complete failure. During the month 
under review, several loans were issued or arranged, the 
interest rates on which were quite substantially below 
the figures which were declared by the Investors’ Front 
as the minimum level. Even though the insurance 
companies and a number of other large investors refrained 
from applying for these loans, their attitude was not 
supported by the banks, who actively participated in 
floating the issues; nor by small investors, who heavily 
over-subscribed the loans. Thus the attempt to maintain 
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the interest rates at an artificially high level failed. 
On the other hand, the European political tension resulted 
in a fall in the price of fixed-interest bearing securities, 
and thus brought about a natural rise in yields, checking 
the issue of foreign and other loans at low interest. 


BELGIUM 


A 4 per cent. loan of 1,800 million Belgian francs for 
30 years has been arranged for the Belgian Government 
by an international banking group headed by Mendelssohn 
& Co., Amsterdam. The Dutch tranche will amount to 
G.40 millions, while the balance will be issued in Switzer- 
land and Sweden. This external loan was decided upon 
owing to the adverse pressure on the belga, which 
without being continuous has been fairly substantial 
during the past six months. The aggravation of the 
European outlook and the depreciation of the French 
franc resulted in a heavy drain on the National Bank's 
gold reserve, necessitating substantial gold shipments to 
London and New York. It is also believed that, in 
addition, for political reasons, the National Bank has 
transferred some of its gold reserve abroad. 


SWEDEN 


The outstanding events of the month under review 
were the annual reports published by the Skandinaviska 
Kreditaktiebolaget and the Stockholms Enskilda Bank. 

The Skandinaviska Kreditaktiebolaget, which inciden- 
tally announces its intention to change its name into 
Skandinaviska Banken Aktiebolag, has profited by the 
good banking year to consolidate its position further and 
to create invisible reserves. The Bank was able to report 
a slight increase in income from interest and dividends 
which this year stand at Kr. 18-4 millions whereas income 
from commissions, credit fees etc. shows a slight fall to 
Kr. 7:2 millions. Total current expenses amount to 
Kr. 15 millions out of which salaries account for Kr. 
10 millions. Net profits at Kr. 6-2 millions are Kr. 0°5 
millions lower than for 1936. The same dividend, 
Kr. 8 per share of nom. Kr. 142, has been declared and the 
large balance of Kr. 6-2 millions has been carried over. 
The balance sheet reveals a strong position. On the 
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liability side deposits show a marked contraction owing 
to the withdrawal of funds by two large customers, the 
SKF and the Elektrolux Co. in connection with their 
partial redemption of capital to shareholders carried out 
during the year. At the same time advances have been 
well maintained, mainly owing to an increase of the bill 
portfolio. Investments have been reduced during the 
year, the bond portfolio by Kr. 6 millions to Kr. 53 
millions and shares by Kr. 17 millions to Kr. 164 millions. 
In this latter total are included the controlling stocks of 
the Boliden Mining Company and of the Custos Invest- 
ment Trust. Owing to the qualitative improvement of 
the assets of the Bank, a balance of Kr. 30,000,000 has 
been released and could be transferred from the special 
delcredere fund to the special reserve fund. 

The Stockholms Enskilda Bank reports a minor reduc- 
tion of income from interest and dividends to Kr. 8-6 
millions and a more pronounced reduction of income from 
commissions and profits on foreign exchange operations, 
from Kr. 8-3 millions to Kr. 6-8 millions. Owing to a 
reduction of current expenses the decline of net profits 
is only Kr. 1-4 millions and net profits are struck at 
Kr. 8-5 millions. The Bank has declared this year its 
traditional dividend of 15 per cent.—last year share- 
holders received in excess of dividend an extra bonus of 
Kr. 100 per share. The balance sheet shows an excep- 
tionally abundant cash balance, of Kr. 197 millions, 
against which stands a total of capital stock and reserve 
funds of Kr. 100 millions. Term deposits total Kr. 206 
millions, or a decrease of Kr. 6 millions, whereas short 
accounts have risen by Kr. 34 millions to Kr. 204 millions. 
Total assets stand at Kr. 597 millions. 

A bank which holds a special position among medium- 
sized Swedish banks is the Sundsvalls Enskilda Bank. 
Founded in 1865 with a capital stock of Kr. 970,000, 
which was gradually increased to its present level of 
Kr. 14-5 millions with a reserve fund of Kr. 18 millions, 
the Bank has during the present century never lowered 
its dividend below the 10 per cent. level. For 1934 and 
1935 the dividend was 13 per cent. and for 1936 and 1937 
15 per cent. Net profits for 1937 totalled Kr. 2-2 millions 
which together with a balance brought in of Kr. 6-6 
millions made available Kr. 8-8 millions. After distri- 
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bution of Kr. 2-1 millions to shareholders a balance of 
Kr. 6-7 millions was carried forward. Income from 
interest aggregates Kr. 4-2 millions. Deposits have 
increased by Kr. 10 millions to Kr. 125 millions. A 
noteworthy feature is that out of this increase over 
Kr. 5 millions refer to long term deposits. Advances 
also show a slight increase at Kr. 136 millions. Total 
assets stand at Kr. 177 millions. 


PORTUGAL 


As a result of the slump in colonial products after 
1929, the Banco Nacional Ultramarino suffered heavy 
losses and suspended the publication of balance sheets. 
Steps have now been taken to re-organise its capital, 
which will be reduced from 93,650,110 escudos to 
40 million escudos. Holders of the ordinary shares will 
receive in exchange for their holdings one new share of 
roo escudos (nominal) for every five old shares. The 
ordinary share capital will thus amount to 15 million 
escudos, and the Bank will have a preference share 
capital of 25 million escudos, on which dividend will be 
reduced from 7 per cent. to 4 per cent., as far as they 
are held by the Portuguese Government. The reorganisa- 
tion scheme is a welcome step in the right direction, 
and it is hoped that the capital reduction will be followed 
by the publication of a full balance sheet. The amount 
of British holdings of the Bank’s shares is believed 
to be fairly large. 

TURKEY. 


M. Selaheddine Djam, general manager of the Merkez 
Bank (the Central State Bank of the Turkish Republic) 
has arrived in London and has joined the Turkish financial 
delegation which has been negotiating an increased 
British participation in Turkish industries. It is now 
officially announced that the Ish Bank, one of the leading 
Turkish Banks, has decided to open a branch office in 
London. 
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AMERICA’S STAKE IN INTERNATIONAL INVESTMENTS. 
By CLeona Lewis. (Washington, 1938: The 
Brookings Institution. Price $4 net.) 

Tuis book contains an immense wealth of factual 
material concerning the expansion of American invest- 
ment abroad. Part I deals with American borrowing 
abroad before the war and the influx of foreign investment 
and short-term funds since the war. It also describes 
the method by which the British, French, German and 
other holders of investments in the United States 
gradually liquidated their holdings during the war. 
According to the author, the significance of the foreign 
investment of some $8: 2 milliards i in the United States is 
grossly over-rated considering that the pre-war aggregate 
was $7°2 milliards. It is not the amount that is dis- 
turbing but the fact that, while before the war most of 
it was invested in bonds, it is now mostly invested in 
equities and held in the form of balances. 

Part II deals with America’s foreign investments, 
whether in the form of trading companies, banks, mining 
and oil interests and industrial ventures or agricultural 
enterprises. It gives a historical account of the develop- 
ment of lending abroad proper, in the form of loans, 
purchases of securities and short-term credits. A chapter 
is devoted to the foreign loans in default. In Part III the 
author draws some general conclusions and compares the 
American experience with that of Great Britain, France, 
Germany and Holland. While Miss Lewis does not 
expect a revival of the issue of foreign loans in the 
American market, she believes that there are many 
opportunities for the direct investment of American 
capital abroad in future. 

The Appendices contain some very valuable historical 
and statistical material. There is detailed information 
about the war debts contracted during the American 
War of Independence. There is a table of the various 
estimates of foreign investments in the United States in 
the course of history, and a list of foreign owners of land 
in the United States, published in 1909. Extremely 
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useful tables show the amounts lent to particular 
countries in the form of long-term and short-term loans 
since 1914. There are also tables indicating the terms 
and effective yield of various issues, and other statistical 
material indispensable to those who want to know what 
they are talking about when discussing American invest- 
ment abroad. Both the author and the Brookings 
Institution deserve to be congratulated on this extremely 
useful contribution to international financial literature. 






YouR MONEY AND YourR LIFE. By HERBERT V. GEARY. 
(London, 1938: Edward Arnold & Co. Price 
3s. 6d. net.) 

In trying to supply the layman with a first book 
on economics—or, as he puts it in the sub-title of his 


” 


book, ‘‘An Economic Introduction to Everyday Affairs 
—Mr. Geary has undertaken a very difficult task. Like 
so many of his predecessors, he has not altogether 
succeeded in avoiding the introduction of rather com- 
plicated and difficult ‘matters, and his effort to simplify 
the subject has not been invariably successful. The 
chapter on foreign exchanges, for instance, though 
written in simple language, is a not altogether satisfactory 
explanation of a difficult subject. The author’s sym- 
pathies are evidently in favour of a flexible exchange, ‘but 
it is to his credit that he does not go out of his way to 
press his views on his readers. 






THE INCOME STRUCTURE OF THE UNITED STATES. 
By Maurice LEVEN. (Washington, 1938: The 
Brookings Institution. Price $1.50 net.) 

THE theory that the level of prices is determined not 
merely by the quantity of money or credit but by the 
level of incomes is becoming increasingly popular. Further 
progress is being made by the realisation that, apart from 
the grand total of incomes, their distribution is also a 
very important factor. Mr. Leven’s book does not go 
into the theoretical aspects of this subject, but provides 
some material concerning the distribution of and changes 
in the income of the American nation. The statistical 

















BOOKS 79 


material available for measuring the changes in the 
distribution since 1929 is rather meagre, although it 
would be of great interest to ascertain the extent to 
which the New Deal legislation has succeeded in pre- 
venting the recurrence of profit inflation which was one 
of the causes of the slump of 1929. The author maintains 
that, allowing for the fall in the cost of living, wage rates 
were higher in 1937 than in 1929, while profits during the 
first three-quarters of the year were only about 70 per 
cent. of their figure of eight years before. 


THE DOLLAR: A STUDY OF THE NEW NATIONAL AND 
INTERNATIONAL MONETARY SYSTEM. By JOHN 
DonaLpson. (New York, 1937: London, the 
Oxford University Press. Price 16s. net.) 


THOSE who have a vague idea of the monetary 
measures taken by President Roosevelt since he assumed 
office, and would like to recall the exact date when he 
took a certain measure and the way in which he took it, 
could do worse than keep Professor Donaldson’s book on 
their shelves for permanent reference. In giving an 
account of these measures in Chapter II, the author has 
exercised a noteworthy economy of space which makes 
his book all the more valuable. This economy also 
characterises the chapters which deal with theories, 
even though in this respect perhaps too much space is 
given to registering the conflicting views of various 
economists. 


MATHEMATICAL ANALYSIS FOR Economists. By R. G. D. 
ALLEN. (London, 1938: Macmillan & Co. Price 
31s. 6d. net.) 


THE declared object of mathematical economists is 
to use diagrams and mathematical forms in order to 
prevent laymen from dabbling in economics. Most other 
sciences are safeguarded from such trespassing by their 
special terminology, but since the terms used in economics 
are mostly those of the common language, academic 
economists run the risk of being understood by the man 
in the street unless they take special precautions in the 
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form of mysterious algebraic signs and the like. They 
have achieved their end so well that the number of those 
who can understand abstruse economic treatises has been 
reduced to a few score. The object of the present volume 
is to increase the number of the initiated few by enabling 
the student to acquire a sufficient mathematical equip- 
ment to follow mathematical economists. The book 
begins with elementary rules and proceeds to the more 
complex principles, but considering that its text runs 
into 540 pages there is no real danger of advanced 
economics ever becoming a popular science. Whatever 
views one may hold on mathematical economics, how- 
ever, it is impossible not to admit that Mr. Allen has 
produced an impressive work. 


CHINA AND JAPAN. Published by the Royal Institute 
of International Affairs. (London, 1938. Price 
2s. 6d. net.) 

THis volume deals with the Far Eastern conflict 
from a political, historical and economic point of view. 
[ts economic section contains much useful material 
concerning the resources, trade and finance of China 
and Japan, and the foreign financial interests in both 
countries. 


THE RED Book OF COMMERCE, OR WHO's WHO IN 
BusINEss, 1938. (London, 1938: Grosvenor 
Press. Price 36s. net.) 

THE new edition of this annual reference book makes 
its appearance. It gives details of the history and 
operations of over 9,000 British firms, including the 
names of directors and partners. First issued in 1906, 
the 1938 edition has been considerably expanded and 
now exceeds 1,000 pages. 
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Bank Meeting 


NATIONAL BANK OF ROUMANIA 


SPEECH DELIVERED BY M. MITITZA CONSTANTINESCO, GOVERNOR 
OF THE NATIONAL BANK OF ROUMANIA, AT THE ANNUAL GENERAL 
MEETING OF SHAREHOLDERS OF THE BANK, ON FEBRUARY 20th, 1938. 


The Governor said :—‘‘ Ladies and Gentlemen—First 
of all let me say once again that it is your presence here 
to-day which gives our annual General Meeting its 
importance, and let me express our very warm thanks for 
the attention you have devoted to the work and activities 
of the Bank of Issue. It affords us very genuine satis- 
faction to be able at least once every year to meet you 
and explain to you our difficulties and doubts, our 
efforts and anxieties and our hopes. 


“Let me first touch upon the anxieties of the year 
that has gone and upon what we have done. I shall 
endeavour to be brief and not just repeat what you have 
learned in detail from the official report of the Bank’s 
activities in the budget year 1937.* I will, therefore, 
explain the reason why there was some anxiety. 


‘“ From the point of view of general policy we had to 
deal primarily in that year with the iollowing problems, 
national and international. Internationally we had to 
continue and bring to a successful conclusion two major 
tasks begun in former years. Firstly, we had to continue 
the work of restoring our credit system, of recreating 
confidence on the markets and in the countries with 
which we were in close economic and financial relations. 
Secondly, we had to tighten the bonds of collaboration 
and confidence which unite your bank with foreign issue 


* The Annual Report of the National Bank of Roumania for 1937 
appears on pages 55 to go. 
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banks, so that the moral task of re-establishing our credit, 
and the practical task of ensuring easy functioning in 
our relations with foreign banks, be completed with the 
object of securing as complete a collaboration as possible 
between Roumania and other countries so far as exchange 
of goods and payments was concerned. 

‘““ Nationally, we had to go on with the task begun in 

1930 of re-organising our credit system and our home 
capital market, so as to chee apen credit. This was a task 
which I may assert is of decisive importance, at once for 
the economic development and for the internal tran- 
quillity of our country. To these we devoted our most 
earnest attention last year, for it was obvious that here 
we were dealing with something more than a financial 
transaction or an ordinary market operation by way of 
re-discount. 

‘In these circumstances, it is plain that the con- 
structive efiort and initiative of the Bank of Issue take 
on the character of a policy directed towards obtaining a 
new and exceptional re-organisation in the structure of 
the productive forces of the country in the formation of 
national capital, in the direction of that capital to secure 
cheap credit and in the establishment of close relations 
me confidence between ourselves and other countries. 


‘ We were clear that your bank had to take vigorous 
and exceptional measures. That policy was inev vitable 
after the shock of the great crisis of 1930-1932, if we 
wished that the period of grave economic difficulty should 
be shortened and if we were really convinced that 
economic health and successful development must be our 
chief objective. Under a supreme obligation, therefore, 
to restore the economic position we abandoned the 
beaten track and took the bold step of embarking on 
offensive action, so as to realise the aims which we had 
set before ourselves. The results of our efforts and 
combinations, of the perseverance with which we worked, 
and the firmness with which we took decisions in striking 
out on new paths, have been satisfying. 

“In the International sphere, thanks to a prudent 
and active administration of foreign currency holdings, 
their amassing has been carefully built up and the 
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distribution of payments made abroad has been efficient 
and well directed. Foreign creditors have been able to 
appreciate the efforts we have made to meet our obliga- 
tions and that has done much to restore the excellent 
reputation which we used to have in foreign markets. 
The direct contact between your governors and foreign 
banks of issue, as well as the leaders in the financial, 
economic and political life of other nations has enabled us 
to obtain a solution of the difficulties existing between us 
and to make easier a variety of steps which we took to 
further the development of commercial relations between 
our country and the nations concerned. And we were 
often able to congratulate ourselves on the credit and 
prestige which our bank enjoyed abroad. 


‘Internally, the problems of organising cheap credit, 
a new feature in the economic structure, demanded new 
ideas, new methods, quick decision and,tireless persistence. 
We all know what the crisis of 1930 meant; there is no 
need to go into that yet again. But all that was des- 
troyed then had to be restored later. The banking system 
had to be reorganised, completed and consolidated. The 
juridical framework of the credit system restored ; invest- 
ment had to be guided and controlled so that cheap 
credit could yield maximum results; many banking 
practices which either were useless or not to be recom- 
mended, had to be suppressed, and confidence, tranquillity 
and consistency had to be given the mar kets once again. 


‘ That was the task, the immense task which had to be 
undertaken. We had to rebuild on the heap of ruins 
which was all that the economic earthquake had left us. 
That was the task which we undertook. 


‘“ There were two attitudes possible. There was first 
of all the passive attitude, the application of the Jaisser 
faire principle in the touching faith that ‘ the world will 
recover itself,’ and wait until the casualties by their own 
powers alone, when they could and as they could, created 
a new banking system on the tragic ruins of the old, 
knowing that w hether the y built palaces or huts, all were 
equally at the mercy of the first puff of wind. Had we 
adopted that attitude, that would have been the frail 
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structure on which would have rested the whole of our 
economic development and over which your bank would 
have had to exercise supreme control. 

‘‘ But there was a second attitude possible. Before 
the tragic spectacle left by the crisis, the National Bank, 
conscious of its traditional mission and founded by our 
great predecessors to create a Roumanian middle class, 
and to be the centre of gravity of the national economy, 
could not adopt an attitude of impassivity and wait for 
luck to effect a cure. On the contrary, because it was so 
conscious at once of the duty imposed upon it by tradition 
and by history, and of its own native strength, it girded 
up its loins to tackle the gigantic task of rebuilding from 
the foundations the credit system, and with it the whole 
economic position. To that task the bank was called. 
It answered the call and for some years now it has 
devoted all its energies to that great work. The pioneer 
work that we did was done unseen. No one knows the 
long hours of study and struggle devoted to it, but the 
time is almost at hand when everyone will realise the 
great work done by the bank. On that day it will be 
able proudly to repeat the words : 

““ Thou hast called me to build the foundations 
and I have builded them. 


‘“ “Thou has called me to defend the established 
order of things and I have defended it.’ 

‘ Nothing, ladies and gentlemen, can give one a sense 
of clarity and peace like the consciousness of duty well 
done. It is with that sense that to-day we Governors 
appear before you, to tell you of our work and our plans. 
At this time when we close the books on a year of effort 
and realisation, we can say to you that in this year and 
in the years to come we shall be inspired by the same 
consciousness and spirit of acceptancy of our duties both 
to you and to our country, in our effort to overcome the 
difficulties of the hour in unshakeable confidence in the 
destiny of our people, and to finish the work of bringing in 
a new era of prosperity as lasting and as complete as the 
faith and hope of our people, and the prestige of our 
bank could ask. We ask for your confidence and with 
God’s help we shall bring this enterprise to a good end.”’ 
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m the state granted a selling premium of 
een 3,000 and 7,000 lei per waggon 
exported This was a necessary measure 
ecause the home price couid not be reduced 
inflicting loss on wheat farmers 
INDUSTRY 
Thanks ti ct that the purchasing 
power of our fa ‘s increased because of 
the favourable selling conditions for their 


as a result of the very good harvest 
11936 and the harvest of 1937, our industrial 


increased during last year. In 





it had this stimulus Important 
> orders compensated for the fall in 
private orders as a result of the slowing 


down of building activity 


of 1936. 

The evolution of industrial activity in 
1937 was not uniform in all branches. While 
industries catering for consumption saw 


their production increase as a result of the 
in the purchasing power of the 
agricultural classes, industries which 


manufacture the means of production showed 


increasé 


the 


a decline in activity as compared with last 
year. The mining industry in particular, 
and in it particularly the oil industry, 
produced distinctly less than in 1936. If we 
look at the figures for crude oil and oil 
products in the first eleven months of 1936 
and 1937, we shall find that in 1937 the 
production of crude oil was 18 per cent 
down and the production of refined oils 19 
per cent. down as compared with 1936. On 
the other hand we may note that the oil 


companies in 1937 increased their activities 
either by deepening we already in ex- 
ploitation or by opening new wells in the 
} 


1iope of discovering new deposits 


Hc 


1 in oil production did not affect 
the home consumption which was maintained 
very much the 1936 level (first eleven 
months). On the other hand the export of 
oil products fell in quantity but this fall was 
compensated for by the in prices. As 
compared with 1936 export prices during 
1937 showed the following increases: light 
vil nt., heavy oil 41 per cent., lamp 


Ine tal 


+ 
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rise 


22 per ce 
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oil 85 per cent., gas oil 80 per cent., and fuel both on the home and the export market an 
oil 108 per cent. Home prices also showed irticularly in the export market. 
increases: crude oil 71 per cent., light oil he heavy industries, the textile industr, 
4 per cent., heavy oil 17 per cent., lamp oil the wood and paper industries increase 
26 per cent., gas oil 25 per cent., and fuel their activity in 1937. The first two receive 
oil 42 per cent., but the increase in home important state orders. The ping 
prices was much less than the increase in tanning industry showed a decline in ac 
export prices. Towards the end of 1937 as compared with 1936. The index 
there was a tendency visible for prices to fall of production (1928 = 100) were as follows 
Production Percentage of Employment 
1936 1936 1937 1936 1930 1937 
12 months Jan.—June Jan.—June) (12 months) (Jan.—June) (Jan.—June 
Heavy Industries- 
Foundries 136°6 125°2 176°4 37°2 34°1 49°1 
Steel 144°6 140°7 I§t-2 87°5 86-1 88-8 
Iron 125°7 125°3 125:6 55°4 55°2 57°06 
Sheet Iron 153°4 158 135°8 84°8 86-7 67°6 
Textile Industries 
Wool 115°5 109-9 46°5 41°5 36-9 
Cotton 219°6 250°1 63°9 57°00 66°5 
Silk 174°2 227°6 
Hides and Tanning— 
Thick tanned hides 154°4 15I°9 145°7 ) 
: - : € 66-2 54° 
Thin tanned hides 139°6 143°9 118-2 ; 6 54°3 
Shoes 168-8 107°5 170-6 55°4 50°1 Chant 
Wood Industry 82-3 78°3 86-3 39°6 37°6 46-9 
Paper Industry* 130°7 124°5 147°1 74°4 70°8 “ 
*Index figure (1929 = 100) 
FOREIGN TRADE which Roumania has had since 1925. 
t ad. — — cnt steadv 1937 Was the eighth year 1n succession t 
” _ a gg ee ote —- show a favourable balance. But we may 
rise in we ri I rice Ss a neg 1€ $ 1) note that for Roumania as a debtor vuntry 
months, and as the lower production of ee “Heecagergetaly h oe Comme) 
é s not enoug ist sh a favo 
cereals which was experienced in the latter it 1 a b a Wt cdbaerse cals fe = 
half of the year did not cause a ill in eam trade my cong — ba seuger pad 
below last vear’s level, it was patoce# le to sell loreign ae » ap art nag the payments due 
he fine harvest of all cereals in 1930 as we ll on imports, the results of our commercial 
as the good corn harvest in 109037 and also policy ae be ——— to be satis Sfact ri 
the other products of our soil and subsoil only Ee mvourane | lance IS at was 
at very favourable prices. This in turn had  %000;000,000 lei. And such a balance must 
= Semintahie elect om cok teedé taleane not be merely arithmetical but must be 
ac ) avi ai LL , } a cle C. © - 
etie VE a 2 pose ( 1e National 
The total exports in 1937 amounted B ctl any = hy" ang mom of tI é Ry “os : 
provisional figures) in value to 30,965,000,000 Jank to which falls the duty of making 





lei while total imports amounted (provisional 
figures) to 17,896,000,000 lei leaving a 
favourable trade balance of 13,069,000,000 
lei, that is, a figure much higher than the 


8,156,000,000 lei in 1936. Expressed in value 
the favourable as compared 
with the balances of previous years represents 
nominal trade balance 


balance for 1937 





the most favourable 
1937 
Quantity 
Oil 56,554,453 
Cereals 22,355,745 
Woc 11,735,230 
Vari 5,813,382 
Total 96,491,843 
Although from the point of view of value, 
exports in 1937 were higher than in 1930 
they show a fall in quantity of 899,728 tons, 
a figure which shows that our favourable 
trade balance was due entirely to the fact 
that there was a rise in world prices. If that 
had not been so, the final result of our trade 
activity would have been different if we 
remember not only that exports fell in 


quantity but that imports increased. 


With regard to the countries of export we 
may note that 42 per cent. of our exports 
went to countries which had no exchange 
restrictions and 58 per cent. to countries 


payments abroad. 





lo show the character of our export trade 
here are the figures for the chief types 
ee exported in 1937 as con 
with 1936 (for the latter year the figures are 


final for the former only provisional; values 
in thousands of lei, quantities in hundreds 
of kilogrammes 


1936 
Value Quantity Value 
12,328,223 68,851,284 8,960,800 
10,285,193 20,720,696 6,841,453 
2,821,043 10,659,545 1,685 





5+539,595 5; 


30,965,054 


257,006 


105,489,131 


4,215, 





21,703,391 


which had restrictions As compared with 
1936 the situation is unfavourable, for during 
that year 50 per cent. of our exports went (0 
countries without exchange restrictions anc 
50 per cent. to countries with such restric- 
tions. As to imports 36 per cent. of ther 
came from countries which have no restric- 
tions. Thus there was an increase in exports 


to countries with restrictions and an increase 
in imports from countries without restrictions 
for the figures were 36 and 64 pet cent, in 
as compared with 27 and 73 per cent 
This change in directio a of export 
increase in export to countries 


1937 
in 1930 
expressed as 
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with exchange restrictions at the same time 
as there was an increase in imports from 
countries without restrictions caused a fall 
in the returns of free foreign currencies, etc. 


As a result of the constant initiatives of 
the issue bank, exports on subsidy were 
severely restricted in 1937, because all new 
subsidies were prohibited. The subsidies 
already existing were gradually liquidated 
except those which had been granted on long 
term. The exports which came under list 
A have been governed by the measures taken 
under the decree No. 60955/935. 

Like most other countries the Roumanian 
state has clearing agreements and payments 
agreements concluded during the last few 
years when possibilities of transfer were 
much fewer than they are to-day. As the 
state was unable to free itself from these 
clearing agreements it made the modification 
of them a first point in its financial policy, for 
it was only thus that certain classes of our 
exports could be paid for in currencies 
transferable from one country to another. 
The results obtained, if we take into con- 
sideration the fact that our principal export 
products are those which sell for gold on the 
international market, can hardly be con- 
sidered satisfactory, and we regard it as 
our duty to insist on the fact that the 
economic activity of Roumania cannot 
develop in a satisfactory manner under a 
system of payments which to a considerable 
extent demands the immobilisation of the 
value of the goods exported. For a country, 
which like ours is a country which imports 
capital, cannot suddenly in a day become an 
exporter of capital. 


As to imports, the Minister for Industry 
and Trade found it advisable to free part of 
the imports—in value an important part— 
from the quota system. 

When this step was taken the National 
Bank, as it no longer knew the quantity and 
nature of the currencies necessary to pay for 
the goods imported under the relaxation 
tees sought from the start to avoid as 
much as possible the disadvantages which 
arose from this situation of uncertainty, and 

studied the problem of payment for raw 
materials. To achieve this the Bank sought 
8 of six commissions appointed from 
ple prominent in the economic life of the 

country. They were asked to determine 
sppecntinataly what in the future would be 
the quantities of raw materials necessary 
t each industry and what proportion of 
se had to be imported so that there 
could be held for them so far as possible 
4 proportion of the foreign currencies, etc. 
arriving in Roumania. 


















These commissions began their work in 
the autumn of 1937 and they are studying 
carefully a problem which merits study, but 


so far has never got that attention which it 
heeds, 


As these commissions are composed entirely 
o specialists any results at which they may 
amve will, we believe, form valuable docu- 
mentary material on which to found economic 


policy and include very useful information 
to enable us to arrive at an estimate of the 
payments necessary for the necessary imports. 
We should like here to express our very 
warm thanks to all those eminent persons 
who so willingly collaborated with us in 
these commissions in the hope of solving one 
of the most difficult problems confronting 
not only our country but all producing 
countries. 


PUBLIC FINANCES 


Like the budget for 1935-1936 the budget 
for 1936-1937 shows a favourable balance 
(estimated at 664,000,000 lei). Revenue for 
the period Apr.—Dec., 1937 was as good as 
in preceding years and therefore we can 
justifiably believe that this last budget, 
despite all the new expenditure which was 
added towards the end of the year (wage 
increases) will also be balanced, and so 
contribute to the consolidation of our finances 
and the credit of our country. 


MONETARY POLICY 


With a favourable trade balance which is 
the principal cause of a favourable balance 
of payments the national currency in 1937 
maintained the same solid stability. 

The metal holdings which is the base of 
security for the debit side of the Bank’s 
business rose in 1937—from 15,568,000,000 
lei at the end of 1936 to 16,458,000,000 lei at 
Dec. 31, 1937, that is, an increase of 
890,000,000 lei representing the value of 
gold bought from the gold producers of the 
country. 


Up to July, 1937 part of our gold reserve 
to a value of 2,279,000,000 lei was pledged 
to the Bank of France. As a result of the 
great efforts made, your bank has been able 
up to that date to pay the last sum due— 
36,627,573°27. francs—of the loan _ of 
250,000,000 francs granted through the 
National Bank of Roumania in 1932 to the 
Roumanian state by the Bank of France. 
The loan having been repaid in full we were 
able to recover the gold pledged and to-day 
all the gold of the National Bank, with the 
exception of 20,141,204 lei deposited without 
any engagements with the Bank for Inter- 
national Settlements, is now held in our 
vaults. 


The cover for liabilities at sight held by the 
bank of issue was 40-6 per cent. at the end 
of 1937, a figure considerably higher than 
the 35 per cent. cover demanded by law. 


As a result of the premiums given by the 
law to encourage the production of gold, the 
winning of that metal which is the basis of 
our currency has become worthwhile, and 
we hope that there will be a clear rise in 
production this year. 


During 1937 the last operations took place 
as a result of the re-valuation of the gold 
reserve, in virtue of the agreements made on 
Nov. 6, 1936, with the state, a re-valuation 
approved by the annual general meeting on 
Feb. 21, 1937. All these operations are 
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included in the general statement for 1937 
now submitted for your approval. 


As a result of these operations of re- 
valuation it has been found possible to make 
a large contribution during 1937 to the 
expenditure on the army and on national 


defence. 


THE CAPITAL MARKET 
In 1937 and up to the end of the year, the 
capital market in Roumania has been very 
active as a result of many transactions on 
stock with fixed return and on stock with 
variable return. 


The total transactions done in 1937 for 
stock with fixed return were 126 per cent. 
higher than in 1936 and in stock with 
variable return 27 per cent. higher. 


The quotations for both classes of stock 
have been much higher particularly for 
stock with variable return and among these 
for bank and industrial stock. 

The stock exchange business reflects in 
general the economic position of the country 
and the intensification of exchange activity 
can be explained by the progress made in 
economic activity during the year. As 
a result of this increased activity the issue 
of shares for new enterprises or to increase 
the capital of existing enterprises reached 
in 1937 a total of 4,815,000,000 lei against 
1,488,000,000 lei in 1936 and 1,200,000,000 
lei in 1935. 


In the last part of 1937 the money and 
capital markets experienced a good deal of 
fluctuation either through the withdrawal of 
deposits or through the liquidation of state 
bonds which determined the general level of 
quotations with the result that there was 
a good deal of uncertainty and disquiet. 


The withdrawal of deposits, however, 
ceased in a day or two whenever the depositors 
became convinced that there was liquidity and 
saw that all the credit institutions on which 
there was a run proved staunchly stable. 


CREDIT POLICY 


The National Bank during the year has 
steadily pursued its policy of improving and 
consolidating the banking system for it is 
through the banks alone that an issue bank 
can fulfil its chief purpose, that of furnishing 
the market with the means of payment 
necessary. 

Once the task of clearing up the situation 
was finished by applying the measures laid 


down in the law for the regulation of rural 
and urban debts (Law of Apr. 7, 1934) the 
National Bank believed it to be its chief 
task to undertake a work of urgent necessity, 
that is to say, the reorganisation and te. 
covery of credit which had been damaged 
by the banking crisis. 

To this end from the autumn of 1936, the 
board of the issue bank elaborated, on the 
basis of studies made by commissions 
specially created for the purpose, a complete 
programme which was set forth in the report 
for last year laid before the annual general 
meeting. That programme is a harmonious 
whole and includes every sector of the 
economic life, the development of which is 
strictly tied to the recovery of credit on our 
market. 


Only a part of the measures there sug- 
gested—worked out by the various branches 
of our economic life—have been put into 
force by the government during 1937. 


There have for example been created the 
National Institutes for Agricultural Credit, 
for the Artisans and for the Gold and Metals 
Industries to which the issue bank has 
contributed capital, and the law on banking 
business has been amended. 


The capital which we contributed during 
last year to these credit institutions in 
accordance with the endorsement of such 
action given by the general meeting on 
Feb. 21, 1937 is thus divided : 

1. We subscribed to the capital of the 
National Institute for Agricultural Credit 
424,500,000 lei, the actual allocation required 
being 30 per cent. or 127,350,000 lei. 

2. To the capital of the Artisans’ National 
Institute we subscribed 150,000,000 lei and 
the required 30 per cent. payment amounts 
therefore to 45,000,000 lei. 

3. We subscribed to the capital of the 
National Institute for Goldmining Credit 
168,500,000 lei, the required 30 per cent. 
being 50,550,000 lei. 

This participation of the National Bank 
allowed these institutions at once to begia 
to work effectively. 


It remains, therefore, to carry out the 
other points in the programme which we 
worked out and submitted to the govert- 
ment, i.e., the creation of the National 
Institute of Credit for Public Officials, the 
creation of an organisation for the mutual 
assurance of the banks and the insurance 0! 
deposits in the credit institutions, the 
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organisation of evidence of credit, the re- 
organisation of stock market operations, the 
solving of the problem of interest rates and 
more particularly the modification of existing 
legislation relating to procedure for the exe- 
cution of obligations and legal settlements 
in such a way as to create a juridicial frame- 
work which will have practical results on 
the safeguarding of credit by dealing rapidly 
with the debtor in arrears. The protection 
and guarantee given the creditor ought at 
least to be equal to the protection and 
guarantee which existing legislation gives the 
debtor. Without such protection it is im- 
possible to stimulate private initiative to 
place surpluses and savings, and to maintain 
unbroken the normal working of a healthy 
credit system. 

All the preliminary work necessary to 
tealise these projects which will be the basis 
of the organisation and stimulation of credit 
has been finished by the National Bank and 
is now in the hands of the Government which, 
it is hoped, will pass the necessary legislation. 

We will continue to press on the Govern- 
ment ceaselessly the indispensability of 
getting this task completed in the interests, 
social and economic, of the nation, for we 
believe that here we shall be performing the 
most necessary duty demanded of us by the 
country in circumstances when credit is 
being ‘sought by all who seek to produce. 

Besides this vast programme for the 
teorganisation of credit the bank of issue 
has this year given particular attention to 
the farmer and his credit. 

In order to understand the real nature of 
this complex problem, a problem of first 
tate importance to the national life, and be 
able to apply the practical methods by 
which credit can be supplied to the small 
farmer and also to the people who live in 
the villages and towns in and around the 
agricultural areas (officials, professional 
people, etc.) and lastly to the Roumanian 
nationals in districts where there is another 
nationality preponderating, at a time when 
the possibilities of banking credits are less, 
your bank during 1937 organised a series of 
conferences to study the situation on the 
spot at Craiova, Cluj, Bucarest, Chisinau 
and Iasi. What came out of these important 
gatherings was the decision that the National 
Bank would grant to farmers rediscount 
credits for a two- and a five-year period. 
The first would be devoted to the needs of 
testricted investment and to the selling of 
the harvest, the second to more important 


investment, purchase of land, etc. At the 
Same time credits were approved for the 
inhabitants of the towns and villages 
adjoining or in the agricultural areas, as 
well as for officials and professional people, 
etc., in the centres named above to help in 
the purchase or completion of real estate, in 
professionally establishing themselves, in 
obtaining funds with which to trade, etc. 

As a result of this measure, not only a wise 
but an effective one, which was taken by 
your bank, credit for the peasant farmer 
which up to then was hopeless, because it was 
only for one hundred days, can now be 
usefully expanded and reach every member 
of the peasant farmer class as well as the 
classes represented in the adjoining towns 
and villages. It constitutes on the one hand 
the effective antidote to the money-lender, 
and on the other it is a strong and permanent 
lever with which to raise the whole economic 
social and national life whether the subject 
of it is a labourer or a member of the 
Roumanian middle class. 

This constructive work was continued by 
turning—the work is now proceeding—to the 
study of new solutions in order to give 
the producer and the trader favourable 
circumstances for development so that the 
natural richness of our land may be exploited 
as largely and as profitably as possible. 

The two- and five-year credits will be 
granted by the National Bank through the 
commercial banks (local banks, agencies or 
branches of the Bucarest banks). Remem- 
bering on the one hand that the banking 
system is still incomplete because of the 
banking crisis during which so many local 
banks went under, leaving entire districts 
without any banks at all, and considering on 
the other hand that in many places the 
existing local banks have not sufficient power 
of penetration into the great mass of small 
farmers and so to satisfy its need of credit, 
the board of your bank believed it to be 
absolutely necessary to proceed without 
delay to solve the two problems which are 
fundamental for the sound development of 
the national economic life: (a) to complete 
the banking system in the districts where 
local banks went down as a result of the 
crisis; (b) to organise small credit, rural and 
suburban, by co-operation to support and 
tocomplete the granting of such credit through 
the commercial banks already mentioned 
above. 

As far as the completion of the system is 
concerned the Bank of Issue has already set 
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to work and in complete co-operation with the 
important banks in the capital has already 
many of the 
As a result many districts which 
banks will soon find banks 


obtained results in parts 
country. 
now have no 
among them. 

As to the extension of credit to the rural 
and to the adjoining townsfolk 

methods of co-operation it is 
well known that the people’s banks were, 
To help these 
the Issue Bank put at their disposal through 
state the sums needed to re- 
establish the co-operative banks, although 
the losses of the Issue Bank as a result of 
the conversion were not entirely covered by 
state aid. Up to the end of 1937 the National 
Bank had put at the disposal of the co- 
operative banks a sum of 169,491,525 lei, 
Thanks 
to this sacrifice a great many of the people’s 


] . 
Ciasses 


through 
equally affected by the crisis. 


apparatus 


of a total allotted for that purpose. 


banks have been aided and can now go on 
discharging their functions and so constitute 
the essential basis for the general recovery of 
the countryside. 

Admittedly even after this work has been 
accomplished the co-operative banking sys- 
tem is still insufficient to meet the needs of 
that rural and urban economic activity for 
which there are no local commercial banks 
available. 


In order to develop and complete the 
co-operative banking system in such a way 
as to it to meet the needs of the 
producers in the towns and villages men- 
tioned, the Bank embarked on 
a study of this problem from all angles and 


enable 


Issue has 
has created a special section for co-operative 
credit. 

The ends we proposed to attain by this 
action are these: stimulation of co-operative 
credit in existing and sound establishments, 
encouragement to create new credit establish- 
ments through co-operation in places where 
the encouragement and 
development of co-operation in the selling of 
agricultural produce, using co-operation to 


need is greatest, 


get rid of the middle man who buys and 
exports goods and who in the majority of 
cases not secure fair remuneration to 


the primary producer. 


does 


Thus the Bank of Issue, by co-ordinating 
the work of the local commercial banks with 
the work of the co-operatives, creates the 
adequate instrument necessary if the needs 
of the economic life are to be met with the 
aim of making steadily more available the 
credit required throughout the whole range 


of classes and interests represented. Without 
this aid Roumania can only be in a position 
of inferiority or in a state of depressing and 
dangerous decadence. We are that 
this wise action on the part of your bank, 
based as it is on the constructive ground of 
practical and durable results, will have the 


sure 


happiest effect and raise considerably the 
economic level of our towns and villages. 

We hope that in this sphere the collabora- 
tion with the National Institute of Agri- 
cultural Credit will be most helpful in our 
endeavour to this 
national task. 


carry through great 


With the same object in view the creation 
of a chain of silos to which at your last 
meeting you authorised us to contribute, is 
a task which is urgent and of exceptional 
importance. Let us hope that the chain 
without which it is impossible to organise 
properly the sale of our grain will soon be 
completed. 


Besides these definite achievements the 
work of reorganising credit has to be com- 
pleted by a policy of developing the statutory 
operations of loans on public property and 
a lowering of interest rates. In Nov., 1937 
the board of your bank decided to lower the 
rate of interest on such transactions from 
five and a half to five per cent., and in 1938 
new steps will be taken to develop this kind 
of cheap credit. Following suggestions made 
by your bank the National Society for 
Industrial Credit lowered its rate of interest 
from eight to seven and a half per cent. 


brief have been set forth the 
considerations which have guided us in our 
efforts to solve the primary problem of 
credit, and to restore a position which has 
been badly shaken, and it may be said with 
confidence that the work of reorganisation 
and recovery already done by your bank is 
very important and may well be a source of 
pride to all of us. That work will be carried 
on in the coming year with the same earnest 
enthusiasm in view of the progress which the 
country needs so urgently, a progress which 
if it escapes us, will prevent the nation 
leading a healthy and sound life among the 
other nations of the world. We are con- 
vinced that the Bank of Issue will have in 
this work of reconstruction the complete 
attention and support of the government, 80 
that it can complete with the shortest 
possible delay, and sooner perhaps than 
one can hope, the task of consolidating and 
developing the economic life of our country. 
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Bank Meeting. 


HONGKONG AND SHANGHAI BANKING 
CORPORATION 


of Hong Kong. 


Incorporated in the Colony 


extent and in the manner 


OUTLOOK IN 


Mr. G. 


HE ordinary meeting of the Hongkong 
and Shanghai Banking Corporation was 
held in Hongkong on 26th February. 

Mr. G. Miskin (the chairman) said that 
the net profit amounted to $15,432,216. An 
interim dividend of £2 10s. had been paid 
and a final dividend of £3 per share, subject 
to tax, was proposed. The directors were 
very glad to be able to present such a sound 


balance-sheet and a welcome profit and loss 





ount at such a time. All known and 





likely losses had been amply provided for 
and a moderate sum had been allocated for 
any possible losses that might come to light 


later on. 


POSITION IN FAR EAST 


Conditions in the Far East at the present 
le were more serious than they had ever 





before been in the history of the bank. The 
two great nations of the Orient were at 


grimly determined to fight it out. 






tish interests in the Far East felt confident 
that when necessary and in face of every 
culty they could count on support from 
their 


H.M. Government for legitimate 


interests. 
Turning from politics to trade, it was 
generally known how promising the situation 
was during the first half of the year. In 
Central China the channels of foreign trade 
were now affected as never before since the 
opening of the Treaty ports. 
that very reason the catastrophe might be 
magnified in the eyes of If the 


Yangtze Valley continued to sufier, the 


Perhaps for 
many. 


eiect on trade in general would be serious, 
but there would be adjustments, and he did 
hot think it necessary to be too despondent. 


Some time would have to be waited for 


prescribed by 


The Liability of Members is limited to the 


Ordinance No. 6 of 1929 of the Colony. 


THE FAR EAST. 


MISKIN’S ADDRESS. 


a real recovery, but the recuperative powers 
of both Japan and China were great and 
would, in due course, be sure. Even now, 
China’s misfortunes were leading to develop- 
ments in the western provinces that might 
otherwise have been unattempted for decades. 
It was, however, of the greatest importance 
that peace on reasonable terms should not 
be long delayed. 


THE OUTLOOK 


Credit had to be given to those who had 
directed China’s foreign exchange market 
during the year. Stability had been main- 
tained. The conversations of Dr. Kung in 
London on a loan had, of course, been left 
in abeyance since the Sino-Japanese conflict 
commenced. Negotiations were proceeding 
in regard to the Customs tariff and adminis- 
tration in the areas controlled by Japanese 
forces. It was important that the Customs 
Administration should remain as now con- 
stituted. It was satisfactory that in spite 
of the war, the National Government had 
continued regularly to pay the foreign loan 
obligations secured on the Customs, salt and 


railways. 


In Hongkong the misfortune to China 
had not so far any ill-effects, but real 
prosperity was dependent on normal and 
trading China. At 
present the outlook was cheerless, but the 
future should not be regarded with too much 
pessimism. He was confident that the 
British would lead the way in tackling the 
new problems and changed conditions of 
the next few years, and the bank could be 
counted on to do its rightful share. 


sound conditions in 


The report was unanimously adopted. 
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SATISFACTORY RESULTS 


PROFITS FURTHER INCREASED 


HE board of directors of the Hungarian 
T General Creditbank have established, 

at their meeting on March 5, the balance 
sheet for the business year 1937. The profit 
and loss account closes, less the amounts 
written off and exclusive of the profit brought 
over from 1936, with net profits of 
2,553,702°32 pengd, as against 2,388,741°93 
peng6 in the previous year. This amount, 
plus the surplus of 2,479,059°83 pengd 
brought over from 1936, leaves net profits 
of 5,033,662-15 pengd to be dealt with by 
the general meeting. 


ALLOCATIONS 


With regard to the appropriation of 
these amounts, the board has decided to 
move at the general meeting to be held on 
March 29, 1938, that 500,000 peng6d should 
be used to increase the ordinary reserve 
fund; 200,000 peng6é should go to strengthen 
the depreciation fund; and 1,100,000 pengdé 
should be used to endow the employees’ 
pension funds, whereas the remainder of 
3,233,662-15 pengé should be carried forward 
to the account of 1938. 

The board’s decision to propose these 
appropriations of the net profits and to 
declare no dividend has been mainly prompted 
by the uncertainty of the present inter- 
1ational economic and political conditions, 
which do not seem to be favouring a resump- 
tion of dividend payments just now. 


REVIVAL OF BUSINESS— 
INCREASED TURNOVER 

The business activity of the Bank shows 
a further gratifying advance during 1937. 
Owing to the manifold relations existing 
between the Bank and the various spheres 
of Hungarian economic life, the revival of 
business in general is reflected in a corres- 
ponding development in the several fields 
of the Bank's activity as well as in the 
advance of its turnover. In this respect 
special attention is drawn to the increase of 
deposits and to the further decrease in the 
foreign liabilities of the Bank. 

The turnover—cash turnover as well as 
that of pengé-current accounts and foreign 
exchanges—shows an advance in keeping 
with the revival of business; the number of 
customers has also increased. 

ADVANCE IN DEPOSITS 

The amount of deposits advanced by 20-7 
million pengé (from 208-5 to 229-2 million 
peng6) ; of which 7-3 million peng6 constitute 
increased savings deposits (73-5, as against 
66-2 million pengéd in the previous year) 
and 13-4 million peng6d increased current 
account deposits (155°7, against 142°3 
million peng6 in 1936). Deposits entrusted 


to the Bank have accordingly grown at a 
rate far in excess of the average accumulatiop 
of deposits in Hungary, and have reached the 
highest level recorded since the post-war 
stabilisation of the Hungarian currency. 

Foreign liabilities of the Bank, figuring 
under the head of ‘Sundry Creditors,” 
have experienced a further notable decrease 
by 4°8 million peng6, and figure accordingly 
at 24-7 million peng6, as against 29-5 million 
pengo in the previous year. 

ASSETS 

Cash in hand, clearing account deposits 
and accounts with banks and bankers show 
an advance totalling 4-2 million pengé, 
Debtors and bills show a material rise, viz. bills 
4°2 million peng6é (89-2, as against 85 million 
peng6 in the previous year) and debtors 
8-7 million pengd (138-3, as against 129:6 
million pengo in the previous year), so that 
the aggregate advance of debtors and bills 
totals 12-9 million peng6 (227-5, as against 
214°6 million peng6 in the previous year) 
It follows that the Bank satisfied the credit 
requirements of its customers to a great 
extent also during 1937. 

CONSERVATIVE VALUATION 

Stocks and participations figure at 57-1, as 
against 58-1 million pengd in the previous 
year. This valuation leaves considerable 
latent reserves. 

Guarantees have been reduced by 1:7 
million peng6 (39-4, as against 41-+4 million 
pengo in the previous year). This is due toa 
noteworthy decline in foreign liabilities of 
this kind, not included in the item ‘ Sundry 
Creditors,’’ which exceeds the increase of 
inland guarantees due to the enhanced 
business activity. 

The inland branches of the Bank continued 
to develop a successful activity, and the 
foreign branches have likewise achieved 
satisfactory results. The course of business 
of the goods departments continued satis 
factory. 

Earnings derived from interests fell of 
somewhat in consequence of the continued 
shrinkage of the interest margin; on the 
other hand, an advance may be recorded 
in the earnings on commissions. The slight 
increase of expenditure resulted mainly 
from the engagement of new employees and 
from measures for the benfit of the staff, 
whereas general expenses do not show aly 
noteworthy change as compared with the 
previous year. 

The business results of the industrial 
undertakings controlled by the Bank have 
developed satisfactorily, special mention 
being due to the improvement in the degree 
of employment of industries producing 
capital goods. 
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REPORT OF THE AUDITORS 

We have examined the Books of the 

National Bank of Egypt and in our opinion 

the above Balance Sheet is properly drawn up 

so as to exhibit a true and correct view of the 

state of the Bank's affairs as shown by the 

Books. We have also verified the Cash, 

Notes and Securities at the Head Office and at 

the Cairo and Alexandria Branches and have 

found the same correct. The London Returns 

have been audited and certified by Messrs. 

Deloitte, Plender, Griffiths and Co., Chartered 
Accountants. 

J. C. SIDLEY, 
W. G. CARMICHAEL, 
Chartered Accountants. 
Cairo, 7th February, 1938. 
ISSUE DEPARTMENT. 

LE. MM. 

Notss IssvEpD . ae .. 22,400,000 000 

22,400,000 000 


Le. MM L.E. MM. 
GOLD P 6,2 

*British Treasury | 

Bills and Treasury 
Bonds a ; 4,959,416 692] 11,200,000 000 


SECURITIES . ay 
Egyptian Govern- 
ment Securities and | 
Securities Guaran- 
teed by the Egypt- | 
ian Government .. | 1,500,000 000 

British Treasury Bills 
and British War 
Loan ; .. | 9,700,000 000} 11,200,000 000 





| j 22,400,000 0o00 
| 
| ; Fcnteicarctiniucninisimnine 
* By authority of the Egyptian Government the: se 
Treasury Bills and Treasury Bonds are deposited in lieu of 
Gold. 


PROFIT AND LOSS ACCOUNT. 














L.E. MM, £5ST. s. d. 
Dr. 
Directors’ Remunera- | 
tion one 17,352 075) 17,797 0 0 
Current E xpenses 449,934 476) 461,471 5 2 
Interim dividend at 
the rate of 4% p.a. 117,000 000 120,000 0 oO 
Provision for payment 
of final divided at 
the rate of 11% p.a. 321,750 000 330,000 0 Oo 
Balance carried for- | 
ward oa ioe 233.458 676) 239,444 15 11 
preg pe 
| 1,139,495 227| 1,168,713 I I 
L.E. MM.| £ST. s. d. 
Cr. 
Gross Profit for the | 
year ending 31st 
December, 1937, | 
after providing for 
depreciation of | | 
buildings and furni- | } 
ture, for rebate of } 
discount, and for 
doubtful debts .. 915,372 153) 938,843 4 8 
Balance brought for- 
ward from last year 224,123 074 229,869 16 5§ 
1,139,495 2271 1,168,713 1 I 


GOVERNOR'S SPEECH 

A former Sovereign is reported to have 
remarked, on the completion of a work which 
has profoundly affected his country’s destiny, 

‘Henceforth Egypt is part of Europe.” 
Egypt has greatly benefited from her close 
relations with Europe, but if his Highness 
were now alive he would see reason to 
qualify his satisfaction. There must be 
many Europeans who would rejoice if by 
some miraculous upheaval their country 





could be detached, towed away, and anchoreg 
in mid-ocean, or reattached to some Other 
continent more sane. 

An evil spirit is abroad in Europe which, jf 
it be not exorcised, will jeopardize the 
recovery made from the world slump of 1939 
it may even go so far as to bring to ruin the 
whole economic fabric so laboriously built 
up by previous generations. In that event 
Egypt will not be spared the effects, for the 
Khedive Ismail’s remarks are truer to-day 
than 7oyearsago. Weare all part of Europe: 
disaster there will bring misfortune, both 
to the Egyptian fellah and to the worker jp 
more distant lands. 


POLITICS AND TRADE 

I will give you my reasons for referring to 
matters which may seem to lie outside my 
proper sphere. You have heard much in 
recent years of the web of restrictions jp 
which international trade is entangled. Their 
removal continues to defy the efforts of 
statesmen. It is now of little use to discuss 
the relative merits of autarchy and of 
unrestricted trade ; the answer depends on the 
political angle from which one views them 
The time has come when we should speak 
frankly of the malady of which the present 
obstacles to trade are but the symptoms, 
There were happy days when banks and their 
presidents had not to concern themselves 
with world politics. Now they would be 
blind if they were not gravely anxious at 
the international political position. The 
interests we represent here would not be 
served by passing over in silence facts which 
are in the minds of all. 

Europe is in danger of going back to the 
Middle Ages, with their bigotries, their per- 
secutions, and their religious wars. The con- 
flict of rival ideologies is in fact engendering 
a spirit more potent for harm than did the 
strife between Arian and Athanasian, Catholic 
and Protestant, the Crescent and the Cross 
Trade between nations cannot run smoothly 
when there is no tranquillity in men’s minds 
but rather, among people not given to panic. 
an uneasiness, a fear of what may happen. 
At the best, the present nervous tension, if it 
continues, must have a deadening effect on 
human prosperity and progress. And if a 
spark should pass through this overcharged 
atmosphere, there are at hand, multiplying 
daily, engines of destruction that will work a 
havoc and leave an aftermath far worse than 
that of the four year’s war. 

EGYPT’S CURRENCY POSITION 

Happily, gathering clouds do not invariably 
portend a storm. Should they disperse and 
a better spirit prevail, we in this country can 
face the future with quiet confidence. The 
ease with which Egypt, as compared with 
most countries, came through the world- 
depression is evidence of the economic 
strength about which I have spoken to you on 
previous occasions. I must refer to it again 
to-day, for I have some remarks to offer on 
a matter intimately connected with her 
economic health—namely, her currency posi- 
tion. 

A substantial fall in the price of cotton 
during the summer led to a_ recrudescence 
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last autumn of the devaluation rumours which 
for a short time had been current, mostly 
aunt, the previous year. It was suggested 
that Egypt, in the first flush of her 
independence, might desire to follow recent 
fashion and try the effect of a New Deal. 
To you I owe an apolcgy for referring to 
rumours so devoid of any foundation. In 
case, however, my remarks penetrate to 
— not so well-informed regarding 
Egypt's monetary system and ay financial 
and economic position, I will give briefly the 
reasons why no one who knew the facts was in 
the least perturbed. 


ECONOMY ADJUSTED TO WORLD 
FACTS 
In 1931, Great Britain, finding it impossible, 
for economic and social reasons, to carry 
through the deflation that would have been 
necessary to maintain the gold parity of 
sterling, was obliged to abandon the gold 


standard. This course was followed almost at 
-_ by several other countries, including 
Egypt, and eventually by most. Thus, in 


maintaining unchanged in 1931 the parity of 
her currency with sterling, Egypt has already 
carried out her own devaluation. Her 
economy is now well adjusted to world facts; 
her Budget is balanced in fact as well as on 
paper; her public debt is actually less than it 
was before the War; her trade balance is satis- 
factory; her currency is soundly based, its 
volume is closely related to the needs of trade, 
and there is no difficulty in maintaining its 
external value. The excellent reputation she 
s enjoyed for the prudence of her financial 
administration must surely have had much to 
do with her success in winning full sovereign 
rights. 

Wantonly to abandon this enviable position 
and to set Egypt’s feet on the slippery slope 
of a further and quite unnecessary devalua- 
tion, in order to raise the internal price of her 
cotton to the supposed benefit of producers 
and debtors, would not only be to work a 
fraud on creditors but, in addition, would be 
reckless folly. There would, it is true, be a 
rise in cotton prices and, for a short time, 
many cotton cultivators might be under the 
delusion that their lot had improved. But 
they, and still more the country as a whole, 
would soon find that they were worse off than 
before. 


WHAT AN UNNECESSARY 
DEVALUATION WOULD MEAN 


All Governmental expenditure would rise, 
wing to the general rise of prices; people on 
fixed incomes, such as Government officials, 
would suffer most severely; all who use im 
ported goods, such as manure, coal, oil, &c., 
would have to pay more for them; everything 
would be caught up in a vicious spiral. 
Bankers and capitalists would say to them- 
selves that a Government, which had made 
one unnecessary debasement of its currency, 
could not be trusted not to make a second, 
and, on the principle of ‘ once bitten, twice 
shy,” would be tempted to move their funds 
out of Egypt with the consequence that 
producers would find it more difficult to 
obtain the finance necessary for their cultiva- 
tion expenses. ; 


5 


Egypt's public debt —— a devalua- 
tion of the currency to, say, 125 piastres to the 
pound sterling) would at one swoop be in- 
creased by about {£E.26,500,000, while the 
annual interest charge would rise by over 
£E.1,000,000. It is certain that before long 
there would be a large deficit in the budget; 
taxation would have to be increased and, the 
more this was done, the more would it be 
difficult for producers to sell their cotton 
except ata loss. Finally, there is the Treaty 
with Great Britain, as the result of which the 
country has in any case to face substantial new 
expenditure, a large portion of which has to 
be paid for abroad and would therefore cost 
more when measured in Egyptian currency. 

In these days of disillusion and distrust 
official or semi-official denials of any intention 
to devalue are often taken as evidence that 
there must be something in the wind. Egypt, 
however, can afford to invite a close investiga- 
tion of the facts. Those I have given you are 
sufficient to explain why at no time did the 
Government contemplate a devaluation and 
why in the Parliament, for most of whose 
members the price of cotton is of great im- 
portance, a proposal to manipulate the 
currency did not receive serious attention. 

COTTON POSITION 

I have referred to the fall in the price of 
cotton which occurred in the course of last 
year. Agricultural profits have not fallen 
proportionately, for the crop, of 11,000,000 
cantars, has surpassed all records. The fall 
was no surprise to those who had watched the 
enormous growth in world production during 
the past few years. The Egyptian crop is in 
fact such a small proportion of the whole that 
its price is governed almost entirely by 
external factors and could be little affected by 
any internal control such as restriction of 
acreage. On the other hand, Egyptian cotton 
is in a specially favourable position, for in 
quality it is the best in the world and spinners 
of fine yarn will always prefer to buy it, 
provided the price is not too high in compari- 
son with other varieties. There is no doubt 
that Egypt owes a great deal to the experts 
whose work has done so much to improve the 
quality of her cotton, and that the expendi- 
ture by the Government on agricultural 
research has yielded a very rich return. 
Although by no means a one-crop country, 
Egypt is dependent on cotton for about 80 per 
cent. of her exports and it remains the chief 
course from which she derives the power to 
pay for her imports and to discharge her 
foreign liabilities. 

The question has often been asked why 
Egypt does not possess a more developed 
money market. The country is small but is 
relatively prosperous and there are a number 
of wealthy people; its inhabitants have been 
accustomed to the sight and use of money 
since the time of the Phoenicians : Cairo is the 
largest city in Africa and probably the largest 
import market; Alexandria is the emporium 
where its cotton crop, valued a year ago at 
about £E.30,000,000, is bought and sold in a 
well-organized market there are stock 
exchanges at Cairo and Alexandria. Yet 
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REASONS FOR UNDEVELOPED MONEY 
MARKET 


For this deficiency in Egypt’s equipment 


there are One is the tendency, 





atural in a country predominantly agricul 
tural, for the Egyptian capitalist to keep his 


wealth in the form of land. Another ts the fact 
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GOVERNMENT’S SUBSTANTIAL 
TREASURY RESERVI 


The Government of Egypt s hitherto 
escaped the necessity for maintamuing itself in 
funds by this means during the season when 
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when banking fund us surplus to 
trade requirement On the contrary, it has 
been able to buik ] substantial 
Lreasury reserve ot however, 
as the result of the iditure 
henceforth to be shoul vernment 


may have to consider r¢ fully 1 Ways-ana- 


means programme and it is possible that one 

f the first steps will be the issue of a moderate 
amount of Treasury Bills during the lean 
months of the year If so, we shall be able to 


see how far the existence of such biils will 


remove one of the 
growth of a money market 
[The second essential is to some extent 


present obstacles to the 


dependent on the first, for the existence of a 
good quality demand for short-term funds 
would no doubt tend to stimulate the supply. 
But the absence of funds seeking short-term 


investment is also due in some measure to the 


exceptional arrangements whereby the bank 
can convert their Egyptian pounds int 
Sterling and vice versa at the same rate ip 
either direction—namely 974 piastres to the 
pound sterling—by application to the issue 
department of this bank. So far as my 
information goes, in every other country 
where an exchange standard exists there is q 
slight difference between the buying and 
selling rates of the bank of issue or other 
currency authority. In the neighbouring 
countries of Palestine and Iraq, for example 
this difference is } per cent., and in many 
other countries the spread is considerably 
wider. 

That the present system, improv 
during the War, has many advantages, I am 
not concerned to deny and I am not suggesting 
any immediate change. I merely wish t 
indicate that, so long as the buying and selling 
rates at which the banks obtain their exchange 
from the National Bank are identical, and 5 
long as there is no good short-term paper 
there is little incentive for them to retain 
funds in Egypt during the slack season, and in 
such circumstances it is impossible to look for 
the early development of an active money 
market. Meanwhile, it cannot at present be 
said that its absence is in practice handi- 
capping Egypt’s progress, for credit facilities 
are abundant for credit-worthy borrowers, at 
rates of interest which are probably lower 
than at any time in her history. 





BANK ADVANCES AND PRICE OF 


COTTON 


It is impossible to trace with precision the 
fluctuations of bank advances from year 
to year, for those banks whose domicile j 
abroad do not publish separate figures for 
their Egyptian advances, which in_ the 
aggregate must be considerable. It is 
probable, however, that our own monthly 
balance sheets indicate the general trend 
These show that the volume of advances 
follows closely the price of cotton, although 
the pace with which the crop moves from the 
interior to Alexandria, and is thence exported 
is also an important factor. On December 31 
last our advances ofall sorts amounted to about 
{E.6,500,000, the average for the year being 
2.4 500,000. 7 








4 
These figures are less than half those of 
1928, in December of which year the average 
price of cotton was about $38 and $23 a cantar 
for Sakel and Ashmouni respectively, 4s 
against $144 and $1o}$ in December last 

During the same period of to years the 
percentage borne by advances to deposits has 
fallen from 38-7 to 24:0. The average 
advances in 1937 were slightly less than i 
previous year, and our net profits, after mak- 
ing provision for doubtful debts, have sin 
ly fallen from £E.461,063 to £E.448,085. We 
propose, with your approval, to pay the same 
dividend as before—namely, 15 per cent. 
thus absorbing £E.438,750, adding £E.9,335 
to the carry-forward, which will then amount 
t 


o £E.233,458. 





THE DIVIDEND 


During the ro vears from 1919-28, when 
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Some Recent Martins Branches 
By Professor C. H. Reilly 


HE general standard of the new buildings ot 

this bank, as I have remarked before, rarely falls 

below a certain level and that although it employs 
a great variety of architects up and down the country. 
If the branches of the National Provincial bank are the 
best example of salaried official architecture by a big 
institution, as I think they are, one might sately say 
Martins’ banks of recent years are the best example of 
such an institution dealing with a number of 
private architects. This surely reflects great credit on 
the supervision of the premises department of the Bank, 
a supervision which must clearly be more onerous than, 
say, in the case of the Midland Bank where outside 
architects are employed but where these belong to a 
few well known firms who have designed their banks for 
a number of years and are as conversant with the problems 
concerned as the premises department itself. 

Let us begin with the Scarborough branch by Messrs. 
Kitson, Parish, Ledgard and Pyman of Leeds. Of 
its quiet sash window and_ brick type of neo-Georgian 
architecture, this facade could hardly be bettered. 
[he general composition is good, such as the way the 
stone work of the tall and elegant banking floor runs up 
as a centre feature embracing the middle first and second 
storey windows. The field of plain brickwork in con- 
trast to the richness of the multi-barred and multi-paned 
Georgian windows is well maintained by keeping these 
windows as wide apart and as narrow as possible. Whether 
that is a functional thing to do in a building in which such 
windows serve offices tor work and not domestic rooms 
is another matter. The whole front as a piece of fagade- 
making definitely related to a past manner and with no 
particular relation to the life ot to-day is extraordinarily 
clever. One asks oneself how such a standard of taste 
is maintained by a firm of architects with so many 
partners especially when, as one knows, the distinguished 
head of the tirm died some time ago and had been too 
ill to work for many years. I feel if 1 were a client 
| should tor such work want to know which of the fou 
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remaining architects I should talk to about my needs. 
Perhaps the excellent premises department has solved 
that problem too. Going a little further into detail 





Architect Messrs. Kitson, Parish, Ledgard & Pyman 


THE SCARBOROUGH BRANCH 


[ think the way the stone brackets and stone floor to 
the balcony to the first floor centre window as well 
as that balcony itself not only soften the transition from 
the stone to the brick is good but also the way these help 
to make a base from which this thin column of stone- 
work springs. Without them it would look crude 
standing on end above the mass of stone below. Then the 
H2 
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three big arched windows to the banking hall are of particu- 
larly pleasing proportions. It looks as if the banking 
hall here in relation to the upper storeys was of a much 
better height than usual, It is higher than the shops 
on either side. This greater height which the architects 
have achieved here has enabled them to have a fine 
area of plain stone over the bank windows and over the 
doorways on cither side and yet these latter are lofty 
in themselves and have a fanlight over them. It is | 
think owing to these tall proportions, followed inthe 
upper storeys and echoed in the whole front, that the 
veneral effectiveness of this bank 1n the broad sloping 
street on which it stands is due. It holds its head up 
vell but without any unpleasant swagger. Indeed it is, 
and particularly so as compared with its neighbours, 
the well-bred and well-trained gentleman in its general 
bearing and manners. 

Phe Derby branch built last vear is too a very 
Miteresting one. It is by another sTroup ol architects. 
Messrs. Bromley, Cartwright and Waumsley of Notting- 
ham. Seen through the terrible network of tramway 
wires, of which the town of Derby should by now be 
heartily ashamed, it appears to be a four storied white 
stone building above a plain flush green granite base. 
It is designed partly in the modern manner, that is to tell 
by mass and plane rather than by line and detail. The 
windows to the first three storeys above the bank proper 
are all of one height which is another modern touch. 
[hese are presumably all office windows and requiring 
the same amount of lght. There is therefore no tunc- 
tional reason why they should differ in height. Why they 
did in the last example was because in Georgian days 
the main reception rooms of the house were generally 
on the first floor and why the Georgian people did this 
was because it was the fashion in the Italian palazzo 
f two centuries earlier. Clearly this group of architects 
are in this matter more logical than the last. Their little 
top-storey windows we may take to be the caretaker’s 
flat. All this being so and with the plain masses of 
white stone and green vranite lett to tell their tale as 
units why did they suddenly introduce a fully developed 
main cornice and frieze between the third and fourth 
floor windows even the latter Georgian people towards 
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the end of the 18th century had left that out as an 
unnecessary extravagance and the Leeds group of archi- 
tects in their Scarborough branch following them have 





Architects) | Messrs. Bromley, Cartwright & Waumsley 


THE DERBY BRANCH 


not burdened their front with it. I feel it would have 
been much better if this Nottingham group had done 
the same. The projecting ledge of the cornice seems so 
inconsistent with the plain flush storey below. Of course 
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the littke moulded architraves to the windows are too. 
[hey should have been flat or omitted altogether. It 
the upper white section of the building had been as 
severely plain and relying for its effect chiefly on its 
fine surface as the lower green section how much better 
the bracketted flag staff would have looked! As it is it 
had to be pushed out to clear the cornice and then severely 
tied back with four iron stays above to make it safe. 
Let us welcome this flag staff though and I hope its 
occasional flag. It is the first one I have seen ona bank. 
The chief people to indulge in flags so far have been the 
foreign consuls and the general drapers like Mr. Selfridge. 
Why should they be the only people to proclaim they 
are enjoying their lives? I feel sure too if our banks 
had more flags and flag poles they would have less dressing 
up done to them in other ways. One could not imagine 
for instance the Blackpool branch, to which we are 
coming shortly, with a flag staff in addition to all the 
other tophamper it is carrying. 

Of this Derby branch we have, I am glad to say, an 
interior view of the banking hall. It shows like the 
exterior how this Nottingham group of architects are 
feeling their way to the simple and plainer forms to-day 
and are using the fine wood veneers such forms render 
possible. The bank counter and walls up to door height 
are left unmoulded to show the grain of the fine Australian 
walnut and Indian laurel used. The counter is as little 
worried with constructions upon it as_ possible and 
behind it appears to be a dwarf screen, as in the bank’s 
Liverpool headquarters, shutting off all the ledger clerks 
and their perhaps necessary untidiness. It will be 
noticed there are little sliding shutters which can_ be 
pulled aside to ask a question and then shut to again, 
the right way to rete untidy people. All this is clean, 
modern and good. Why after all that then do the 
architects introduce the old plaster ornament of the 
sixties of last century by the yard and run it round their 
room as a frieze and cornice? It is of a piece with their 
introduction of unnecessary and expensive cornice to 
their exterior. I find too the elaborately divided glass 
cases in the ceiling containing the electric lights tiresome 
after the pleasant severity below. Can it be that this 
croup of architects believe in the division of labour 
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and adopt the tactory principle of one designing all the 
counters say in their buildings and another all the light 





i ect Ves Bromle Cartut t Wa 


THE INTERIOR OF THE DERBY BRANCH 


fittings’? It rather looks like it | confess. Such a want 
of unity is a pity in a building with so many good points. 

The Ormskirk and Upton branches are both by 
Mr. E. C. Aldridge of Liverpool and both rather harmless 
and dull. In the present state of architecture in this 
country to-day that almost amounts to high praise. 
The Ormskirk branch with its regular arrangement ot 
windows looks like a respectable Trust House hotel 
such as I live in myself. I should expect all the sanitary 
fittings to work well and the furniture to be heavy 
Victorian stuff upholstered in solid leather. I know 
Ormskirk is a dull place and the houses on either side 
of this bank building look shoddy enough whereas it 
certainly looks solid in its suppressed, inhibited late 
Georgian way. I am all for an inferiority complex in 
banks after the superiority one they suffered from a few 
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years ago but this building seems to me to carry this new 
attitude to excess. Compare it with the seine 
branch in the same manner. That had elegance and % 

certain gentlemanly if quiet life of its own. This as oe 
as architecture is concerned might be called still death. 
There is no advance possible on such lines. It is not 
as if the architect had made use of the refinements 
and elegances his style permitted. His two doorways 
for instance are like his windows on either side only 


PHE ORMSKIRK BRANCH 


choked up with unnecessary stone dressings. These stone 
dressings are really his only features except the two 
prominent rain-water heads with dates on them. Perhaps 
the earlier date of 1713 is the secret. He has been trying 
to do a 1713 building out of some sort of mistaken 
loyalty. But his building if anything is not 1713 but 
1813. 

Do not let there be any mistake. I am all for a 
plain modern building speaking clearly to everyone 
by the emphasis of its mass forms. I do not want to see 
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unnecessary features added here and there for the fun 
of the thing. This building however with its hole-in-the- 
wall elevations and its sash windows of domestic propor- 
tions in the late Georgian manner does not tell by its 
mass to the full extent it could, neither does it tell in 
the Georgian way by the elegance of its drawing and detail. 
[It falls between the stools. It is neither good nor bad 
neither elegant in silk nor simple in home-spun. 


THE UPTON BRANCH 


The Upton branch by the same architect is much 
the same except that the shape of the site has given 
it a more interesting general appearance. The architect 
has the same hard arched windows to the ground floor. 
Of course it is a pity he had to include a shop in one 
of his wings. I hope it is not his design for it 1s a very 
commonplace looking little shop with its heavy old 
fashioned facia and cornice. I am afraid however 
he must have been responsible for the two trifling little 
balls on the top of the parapet of his main facade and 
lor the extraordinary clumsy tops to the three chimney 
stacks. One has not seen such chimneys since the 
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Gothic revival buildings of the middle of last century. 
1 wonder why he introduced them into a design which 
has nothing Gothic about it. 

Messrs. Elcock and Sutcliffe’s Chislehurst West branch 
built in 1930 is certainly not such a depressed looking 
affair as either of the last two yet it uses the same Georgian 
motives. It uses them though with more spirit and 
more knowledge. In its suburban surroundings I expect 
this branch looks friendly and even gay with its strong 
contrasts of red brick and white stone. It seems of 
course a little illogical that one should enter at the 
back, down a side street, into what looks like a back 


THE CHISLEHURST WEST BRANCH 


addition to the main building but clearly some trans- 
formation is taking place in the neighbourhood and 
shops are apparently to be built over what were the 
back gardens of a row of houses. Perhaps inside one 
would find that the pleasing little bank entrance with 
its fanlight led only into an anteroom and that the 
banking hall proper was under the higher rectangular 
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building beyond. I hope so for it would be unpleasant 
inside to find a corner of the main hall cut off by the 
canted entrance—the kind of entrance that upsets any 
planning on a small site. Apart from this and the 
standing objection to-day to such as-you-were-in-the- 


rHE BLACKPOOL BRANCH BEFORE ALTERATIONS AND 
ADDITION 

eighteenth-century architecture this little building solves 

the difficult combination of banking hall and domestic 

premises very well. There is no great change in character 

or scale yet the two are distinct. The broad plain stone 
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band running round the building and connecting with the 
upper windows is I think part of the secret of its success. 

The Blackpool branch enlargement to double its 
original size by Mr. W. Wade of St. Annes-on-Sea has 
been cleverly done but it must be rather hard on Martins 
Bank to have inherited such a strident over-emphatic 
little affair, with all the columns and pediment of a public 
building, as was the original structure. It came to them 
I notice with the old Bank of Liverpool and its traditions 
of classical architecture. I think the doubled building 
but without a great pediment is certainly an improve- 


THE BLACKPOOL BRANCH COMPLETED 


ment. It is still very town-hall-like but that could not 
be helped and with its three entrances the ground storey 
is more chopped about than ever. There is a broader 
look however about the top part and the central arch 
which has been introduced gives a focal point holding 
the whole complicated design together. Ithink Mr. Wade 
has made the best of a difficult job. I should have liked 
to see the new interior where he must have been freer 
to show his own taste which I feel sure is better than 
that of this semi-dictated exterior. 








